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American Viscose Corp. 


This picture shows viscose rayon yarn being wound on cones in one of 
the plants of the American Viscose Company. The rayon industry is doubly 
fortunate. Very active in war, there is large post-war growth ahead of 
it—and no re-conversion problem. But for this year there are cons, as 
well as pros, in the story—the story beginning on page 22. 
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The Trend of Events 


SRE TEEN 


HOLD THE LINE... The President’s sweeping anti- 
inflation order, freezing prices and wages and pro- 
hibiting job changing for higher pay, will be widely 
acclaimed as a step in the right direction, long over- 
due. Its urgency is clearly implied in the President’s 
own language. ‘To hold the line we cannot tolerate 
further increases in prices affecting the cost of living 
or further increases in general wage or salary rates 
except where clearly necessary to correct substand- 
ard living conditions. The only way to hold the line 
is to stop trying to find justification for not holding 
it here or not holding it there. No one straw may 
break the camel’s back, but there is always a last 
straw. We cannot afford to take further chances in 
relaxing the line. We already have taken too many.” 

No one can justly dispute this. In our fight 
against inflation, too much valuable time was lost 
in purposeless dilly-dallying, in pitting the interests 
of one group against the other’s, in futile com- 
promises born from unwillingness to make unpopu- 
lar decisions. All this has gravely endangered our 
economic health and undermined our unity so essen- 
tial in waging war. For this reason, the President’s 
action is to be commended and deserves the support 
of the country. 


of the farm price conflict which only recently 
reached its head when the President vetoed the Bank- 
head Farm Price Bill. Recommitment by the Senate 
of the vetoed measure to its Agriculture Committee, 
there to be held as a club pending the outcome of 
efforts to stabilize industrial wages, constituted the 
sort of political temporizing which we can ill afford 
at this juncture. Considering the economic conse- 
quences involved, the country had a right to expect 
that congress meet squarely and promptly this issue 
so important in our fight against inflation. The 
President’s veto message lacked neither compelling 
logic nor clarity in outlining the issues at stake. 
Failing to subordinate their own interests to the 
dictates of the hour, the farm bloc is now faced with 
a challenge it could have avoided. As it is, it now 
-an hardly refuse to cooperate in proper imple- 
mentation of the President’s program. 

The same holds true of those segments of our 
labor front which so far were unwilling to join in 
combating the insidious price-wage spiral. Their 
efforts to undermine the “Little Steel Formula” have 
now met with a definite challenge and they can ill 
afford to take upon themselves the onus of opposing 
the President’s stabilization program. In fact, John 
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crease demand for his mine workers, may yet find a 
convenient “out” in accepting the wage freezing 
order. However, this remains to be seen. Prelimi- 
nary comments in labor quarters indicate that their 
attitude may be largely contingent on the actual 
levels at which prices will be frozen. While the levels 
of Sept. 15, 1942, as authorized in last year’s 
Emergency Price Control Act, may be acceptable to 
labor, the fact remains that some prices affecting the 
cost of living are already above these levels, and all 
of them cannot be rolled back, as the President him- 
self admitted. It is along these lines that labor may 
choose to take a stand. 

The danger of inflation, of course, does not lie in 
rising prices and wages alone; adequate fiscal 
measures are needed to deal with the “inflationary 
gap.” This is fully recognized in the President’s 
order by requesting Congress to act in order to re- 
duce and hold in check excess purchasing power. 


“We must prepare to tax ourselves more, to spend’ 


less and save more.” This no doubt will be a painful 
process but then there are no shortcuts to economic 
health. The alternative, we can be certain, would be 
infinitely worse. 


IT’S UP TO US... In terms of current prices, the 
total supply of consumer goods and services to be 
available this year will be $35,000,000,000 less than 
the available income of the consuming public. The 
figure is the latest Government estimate. Huge as 
it is, the sum probably does not exceed by much 
margin, if any, the present annual rate of savings 
accumulation by the people, judging by the sharply 
rising savings trend officially reported for the fourth 
quarter of last year. Since employment and pay- 
rolls have increased further, there is no reason to 
assume the savings trend this year has not been 
accelerated. 

Obviously, the American people in the aggregate 
are now in a position to buy war bonds in far larger 
amounts than they have been doing heretofore. 
Roughly, they have been buying only about a third 
as heavily as the savings accumulation figures sug- 
gest would be possible. If the people will not vol- 
untarily buy more war bonds, Congress can not 
much longer defer coming to grips with the hard 
problem of higher taxes and/or compulsory savings. 
It’s up to us—all of us. It is our war; not the 
private war of the President or of Congress. 

The objection to a general increase in tax rates 
and to blanket forced savings on a scale large enough 
to fill the fiscal need is that the burden would be 
impossibly heavy for many millions of people whose 
incomes have not increased—besides the fact that 
sums raised by compulsory savings would be largely 
offset by inevitable shrinkage in voluntary pur- 
chases of war bonds. On the other hand, a tax in- 
crease small enough to be bearable by people with 
fixed incomes would not make more than another 
minor dent in the hugely increased aggregate in- 
come of individuals whose employment and/or in- 





creased earning power is due entirely to the war 
activity. 

The most equitable and logical answer would seem 
to be an excess income tax for individuals, on the 
same principle as the excess profits tax for corpora- 
tions. Of course, the people can make that unneces- 
sary by buying war bonds in even larger measure 
than the Treasury is asking in its pending drive— 
but how well they will respond remains to be seen. 

Buy war bonds! 


RAIL DEBT REDUCTION ... In the first two months 
of this year the Class I railroads had a total net 
income of about $125,000,000, compared with 
slightly less than $50,000,000 in the first two months 
of last year, according to estimates of the Associa- 
tion of American Railroads. This was a gain of 
150 per cent., carried through from an increase of 
41.5 per cent in gross revenue from dollar total of 
$943,170,944 in January-February, 1942, to $1,- 
334,912,938 for the same two months this year. 

But a year ago there was still some slack to be 
taken up in railway transport capacity. It is not 
physically possible that the pace of January-Feb- 
ruary expansion in gross or net can be projected 
through the year. Nevertheless, 1943 will be another 
year of very high earnings for the rails, probably 
with a general gain of 10 to 15 per cent over 1942. 

It is a good thing for the longer health of the 
carriers that the bulk of this new-found prosperity 
is being utilized to retire debt or strengthen liquid 
positions. Between reorganizations and debt retire- 
ment out of earnings, the railroads are certain to 
emerge from the war in a substantially improved 
debt position. It is possible that the eventual reduc- 
tion in debt can be of truly major proportions—if 
the war activity lasts for another two years and if 
we have several years of high economic activity in 
the post-war period. 


SILVER LINING ... As pointed out in our article on 
page 15, there are a variety of reasons why the con- 
suming public is confronted with a shortage of some 
types of foods—a novel experience in this country. 
But in the case of the most important current 
shortage—that in meats—there is a silver lining in 
the cloud not visible to the public but very obvious 
to farmers. This is an abnormally large supply of 
meat on the hoof, on the farms and ranches. 

The raisers of food animals have long known 
there would be a market, at good prices, for all they 





could supply. So the object has been to build up | 


herds—to let little pigs become big pigs, to let calves 
live to become steers or cows. The very large grain 


STRICT 


crops last year happened to fit in perfectly with | 


these objectives, permitting stock raisers to feed en- | 
larged herds, whereas normal or short grain crops | 
would have forced heavier marketings. Despite the | 


large needs of the armed forces and lend-lease, we 


probably will have somewhat more liberal meat ra- | 


tions in due course. 
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as g See Of | BY CHARLES BENEDICT 


THE FUTILITY OF ISOLATIONISM 


I. THOSE who advocate isolationism do so on the 
ground that it will keep us out of future wars, then 
we must either doubt their judgment or their sin- 
cerity, since the record clearly shows that we became 
heavily involved in World Wars I and II despite 
the most intense kind of isolationism almost up to 
the moment of actual participation as a friendly 
neutral. 

Moreover, we suffered severely both economically 
and financially because we did not, as is now ad- 
vocated, take part in planning the new economic 
world that emerged when the conflagration had been 
put out last time. 

The truth is that we cannot sit on the sidelines so 
long as our economic interests are international in 
scope. That being so, we must of necessity take part 
in the planning of the new world in the making, or 
feel the deleterious effects on our domestic economy, 
on the farm, in the factory and in the homes of our 
people. 

The obstructionist activities of the isolationists 
are running parallel to the efforts of 
those interests who would prefer to 
leave the United States so top-heavy 
with internal debt and a high wage 
economy, as to affect our position in 
world markets most seriously. Their 
propaganda has for a long time been 
expressing the belief that it was futile 
to arrive at agreements with the 
United States when there is no cer- 
tainty as to what our policy will be 
when the war is over. And yet this is 
the time when such agreements must 
be made. It will be too late a year 
from now. 

As it happens, we are in a better 
position to negotiate the peace today 
than we were after the last war. Too, 
we approach the problem with a 
greater grasp of international affairs 
in their relation to our domestic 
economy than was possible before. 
There is greater understanding, as 
well, of the realities measured in the 
terms of economic and social justice 
for the smaller nations on the work- 
able basis of practical idealism, in- 
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stead of the previous theoretical, Utopian dreams 
frequently advocated by charlatans and selfish in- 
terests. 

We are particularly fortunate today in possessing 
a higher measure of practical leadership with a 
broad liberal outlook, and a realistic viewpoint— 
well equipped also, in the right places, with the 
necessary subtlety in dealing with the sharpened wits 
of Europeans to whom power has always meant eco- 
nomic dominance. The complicated and diverse 
problems this war has produced call for first-rate 
thinking and experience in negotiating with coun- 
tries to whom the aftermath will mean a struggle for 
survival. This will be true also of those great in- 
terests whose wealth and power have previously 
reached out into every corner of the globe. As many 
of us are aware, the President is particularly well 
qualified to cope with the intricate mentality of 
today’s world leaders, and so is our State Depart- 
ment. 

The task of protecting (Please turn to page 49) 
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Captured German plane being examined by U. S. officers in Tunisia. 
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yi President’s executive order to “hold the line” 
on price and wage controls touched off the sharpest 
reaction since the bull market got under way in late 
April of last year. 

In analyzing the significance of this anti-inflation 
move to the stock market, we have to consider both 
the news development itself and the technical con- 
dition of the market at the time the news broke. 

The fact is that there had previously been suffi- 
cient deterioration in the internal health of the mar- 
ket to make it somewhat vulnerable to any unex- 
pected news subject to adverse or bearish interpre- 
tation. To this extent the President’s “bombshell” 
was partly a cause of lower prices, partly an excuse 
for a technical correction that we probably would 
have experienced in due time anyway. 

As has been pointed out in these discussions be- 
fore, the pace of advance—especially in low-price 
stocks—had been remarkably fast during the first 
quarter of this year. Even though the bulk of the 
buying was on a cash basis, it had for some weeks 
been becoming more and more speculative in char- 
acter and motive. By “character” as used here we 
mean the quality and sophistication of the buyers. 

There had also been some increase in the margin 
position—not basically important but supplemen- 
tary evidence of technical deterioration. In the 7-day 
period ended April 7 there had been an increase of 
$39,000,000 in loans on securities to brokers and 
dealers by reporting member banks in New York 
City. In the three-week period ended April 7 there 
had been an increase of $82,000,000—or some 20 
per cent—in such loans. 

At the start of last week—with the public’s bull- 
ishness at a new peak but with most professional 
analysts and many substantial investors voicing or 
feeling “caution”—volume on the New York Stock 
Exchange set a new high for the year at approxi- 
mately 2,648,000 shares. Even before the Presi- 
dent’s executive order was released later in the week, 
there were some indications that raised a question 
whether that big session represented a “blow-off”’. 

For one thing, peak volume coincided with heavy 
demand for speculative rails and the Dow industrial 
average was able to advance only fractionally. In 
the first two days of the week it advanced a total of 
1.33 points and in the following two days—before 


How Far Can This Market Go? 


The total supply of investible funds—primary foundation of 
demand for equities—will continue to be inflated, regardless 
of commodity price and wage controls. Over the longer term, 
cash is likely to buy less shares of stock rather than more. 
We favor selective purchases in the current recession. 


A. T. MILLER 


announcement of the anti-inflation drive—it declined 
a total of 1.41 points; while the rail average in three 
sessions gave up over half of the sharp gain recorded 
at the start of the week. Here and there, with no news 
to explain it, there were outcroppings of softness in 
prominent stocks, notably Chrysler and Montgom- 
ery Ward. 

Against this technical background, the initial de- 
cline of 4.30 points in the Dow industrial average 
last Friday, and of 1.71 points and 77 cents in the 
rail and utility averages, respectively, does not ap- 
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pear unduly violent. It merely took prices back to 
where they were in mid-March. 

Probably it was coincidence that the President’s 
anti-inflation order was issued just before the open- 
ing of the $13,900,000,000 war-bond sales campaign 
—but it was a coincidence most pleasing to the 
Treasury. There can be no doubt that Mr. Roose- 
velt has finally put his foot down firmly on cost-of- 
living inflation—in which the rise in food costs was 
the most dynamic factor—and this is just what the 
Treasury wanted. The continued erosion in the pur- 
chasing value of the dollar was certainly not a thing 
that could fit in with maximum sales of war bonds. 
No doubt the Administration would like to see the 
stock market remain at least in a subdued mood dur- 
ing the weeks of this war-financing effort. 

Yet mention of the current war financing brings 
up a somewhat curious paradox. At the very time 
that a somewhat naive “inflation psychology”— 
geared superficially to the visible price phenomenon 
has been punctured, inflation of the nation’s 
money supply is being unavoidably speeded up! The 
Treasury expects that the $13,000,000,000 of war 
bonds will absorb $8,000,000,000 of savings and that 
commercial banks will “take” the other $5,000,000- 
000. Here in one operation is another $5,000,000,000 
of monetary inflation. 

Ahead of us is a continuing and prodigious infla- 
tion in the total supply of money. As the Govern- 
ment spends the billions of dollars “created” by com- 
mercial bank purchase of Federal debt-paper, the 
money flows back into the expanding bank deposits 
of consumers and business enterprises. The net re- 
sult is an increase in the liquid savings of individ- 
uals, now going on at a rate in excess of $20,000,- 
000,000 a vear! 

Here is the primary foundation—a continuing 
foundation—for higher stock prices; and the second- 
ary foundation is much increased confidence both in 
the war prospect and in the post-war economic po- 
tentials. Nothing in the President’s order changes 
these foundations one iota. 

Investors turned to the buying side over the past 
year in increasing numbers for a variety of reasons 
and combinations of reasons. Some—on the whole 
the least sophisticated—bought in expectation of 
considerable commodity price inflation during the 
war. Those following that line of reasoning will be 
less bullish now. Others reasoned that commodity 
price inflation would develop on its maximum scale 
after the war. 

Still others—and the writer believes they are on 
the most realistic ground — have been influenced 
mainly by the belief that (1) the post-war years 
will see a great period of economic expansion (that 
is, a “constructive” or “benign” inflationary era; 
that (2) a basic politico-economic swing to the right 
—or at least to the middle-of-the-road—is under 
way in this country; and that (3) corporate taxes, 
already conceded to be either at or very close to 
maximum, will in due time be moderated. 

To the extent that it has any actual effect upon 
corporate earnings — incidentally, final figures on 
1942 profits of 2,560 leading corporations showed 
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a decline of less than 1 per cent from the high level 
of 1941--control of price inflation would improve 
earnings. The reason is that many more companies 
have been threatened by a squeeze between prices 
and rising wages and raw material costs than have 
had any prospect of cashing in on price inflation. 

So far as a war-time bull market is concerned, the 
chief direct influence—negative or positive—over 
the period ahead will not be price and wage controls 
but fiscal policy. It is very doubtful that any fiscal 
steps likely to be taken will of themselves touch off 
a real liquidating movement in common stocks, but 
it would be possible for fiscal measures—higher in- 
come taxes and/or some type of compulsory war- 
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bonds savings program—to reduce the volume of in- 
vestible funds that would otherwise continue to seek 
placement in securities. 

Heretofore, due partly to a recalcitrant Con- 
gress, fiscal policy has been the weakest aspect of the 
Administration’s anti-inflation policy. For many 
months, the President and the Treasury have left 
the problem entirely in the hands of Congress—-ex- 
cept to state that they would like to see $16,000,- 
000,000 more a year sliced out of the “inflation gap” 
through some combination of taxes and larger sales 
of war bonds. 

It would not be surprising if at almost any time 
the Administration formulated more precise and 
much more insistent demands on the fiscal side, but 
if there is to be any general tax program this year 
it is evident that the usual long period of months 
will be spent in wrangling over it, which means 
that such legislation hardly could take final form 
before very late in the year. We cite the possi- 
bility not as a predictable handicap for the stock 
market, but to emphasize that fiscal policy-—because 
of its direct relation to the supply of investible funds 
available for purchase of securities other than war 
bonds—is of much more basic significance to the 
market than is control of wages and prices. 

At this writing, there has been no sharp extension 
of last Friday’s excited decline, but the averages 
have weakened slightly at the start of this week. 
The action is encouraging to the extent that it 
appears to confirm our impression that there is no 
“wide open” air pocket under this market—but it 
does not preclude additional irregular reaction with- 
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in the remainder of this month. Indeed, we are some- 
what skeptical of the market’s chances of promptly 
surpassing last week’s average highs and swinging 
off into a further phase of dynamic advance. If this 
is correct, the alternatives for the near-term are 
“consolidation” or more reaction. 

Our current advice to you is to use liquid savings 
in buying war bonds, in accordance with your in- 
dividual circumstances. For patriotic and other 
reasons, that is now a primary obligation of all of 
us. If you have additional funds available for com- 
mon stock investment, our opinion is that you should 
welcome a corrective period in the market as present- 
ing an opportunity for selective purchases. 

We have no fixed conviction as to how much re- 
action should be allowed for—except that in general 
terms our thoughts lean to minimums rather than 
maximums. Unless there are further new develop- 
ments to help it along, we rather doubt that the 
market will react below the 125 level in the Dow 
industrial average this spring. That level would 
represent a cancellation of one-fourth of the entire 
advance from the lows of April a year ago. In view 
of the underlying strength of the bull factors and 
the light margin position, we doubt that technical 
consideration by themselves justify anything more 
extreme. Since it is possible that we may not get 
even that much reaction, we think a sensible course 
—if you are heavy in spare cash—is to undertake 
scale-down purchases at and from the 130 level. Sug- 
gestions as to selection are presented on subsequent 
pages, especially in the immediately following fea- 
ture article. —Monday, April 12. 
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What Is the 
Wisest Investment Policy Now? 


As Security Prices Meet a Significant Test on New 
Anti-Inflation Controls Ordered by the President 





BY LAURENCE STERN 


A: the end of this month a bull market 
will have been under way for one year. 

The rise to this writing has been about 
47 per cent in good quality industrial 
stocks, of which we can take the Dow-Jones 
industrial average as fairly typical; about 
90 per cent in THE Macazine or Wat 
SrreEt’s weekly index of 273 stocks, which 
reflects more than three quarters of all 
transactions on the New York Stock Ex- 
change; and 135 per cent in our index of 


100 low-price stocks. 50 


But it is mainly within the past several 
months that this bull market has become a 
spectacular “hit” with the investing and 
speculating public. Since the first of the 
year—a period of 13 weeks at this writing 25 
—the Dow-Jones industrial average has 
advanced about 15 per cent; our more in- 
clusive weekly index has advanced 44 per 
cent; and the index of 100 low-price stocks 
has advanced nearly 69 per cent. 

Despite periods of pause or minor reces- 
sion, the above figures work out so far this 
year to an average weekly gain of more 
than 5 per cent in representative low-price 
stocks; of nearly 3.4 per cent in the general 
market, of which our broad weekly index 
is typical; and of better than 1.2 per cent 
in the Dow-Jones industrial average. This 
speed of appreciation, if projected on an annual 
basis would approximate 260 per cent in the low- 
price stocks, 176 per cent in the general market and 
62 per cent in the Dow-Jones industrial average. 
“Spectacular” is the right word for it. Indicative 
of the great revival of public interest in common 
stocks, the volume of transactions on a recent day 
set a recovery high in excess of 2,600,000 shares. 
The average daily volume this year to date has been 
about three times that of the comparable period last 
year. 

Under these circumstances conscientious invest- 
ment analysts—-even if they are reasonably confident 
that average prices will in time go substantially 
higher—find it very difficult to decide what is the 
wisest advice to offer investors who have “missed the 
market” or have taken only a “light” position or for 
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other reasons have surplus funds awaiting investment. 

The more conscientious and conservative the 
analyst is, the more cautious he instinctively feels as 
he takes note of the speculative symtoms cited above 
—even though it is a fact that the margin position 
is notably small. Opportunity to make money for 
any considerable length of time in the stock market 
—or anywhere else—at a rate of 1 to 5 per cent a 
week is, of course, unusual. 

Obviously, stocks just are not nearly as cheap as 
they were a year ago, or three months ago. And if 
it so happens that one got psychologically attuned 
to the bull market in its early phases—as did THE 
MacazinE oF WALL StreET—‘t is all the harder to 
find stocks over which one can really be enthusiastic 
after advances of 50 per cent to more than 100 per 
cent in the majority of instances. 














“With an Eye to the Future" 


Selected Companies That Will Be Especial Post-War Beneficiaries of 
Large Accumulated Consumer Demands 


General Motors Philco 

Chrysler Flintkote 
Borg-Warner Celotex 

Eaton Manufacturing McGraw Electric 
Holland Furnace Collins & Aikman 


Libby-Owens-Ford Glass 
Commercial Credit 
Commercial Investment Trust 


COMPANIES 


Thompson Products 
*Fansteel Metallurgical 
Douglas Aircraft 
United Aircraft 
*Greyhound Corp. 


Doehler Die Casting 


SELECTED ‘GROWTH'' 


Dow Chemical 
Monsanto Chemical 
American Cyanamid 
Bohn Aluminum 
Bendix Aviation 


price stocks is 44 points above the low, but 57 
points under the 1937 high. 

Whatever he does after a notably sharp 
advance, the individual tentatively eyeing 
common stocks from the sidelines takes a con- 
siderable risk of being temporarily wrong. 
Having long waited in vain for something 
more than a minor recession, he may buy— 
only to be confronted thereafter by a stiff re- 
action. If he waits for the reaction, it is pos- 
sible that the market may meanwhile advance 
further—even enough so that a full “inter- 


Sperry “Barber Asphalt mediate” correction (by which I mean a de- 
ee tees & Aaa ee cline of, say, 10 per cent in the Dow industrial 


*These stocks are speetative and justify only ‘a business man's risk."’ 


others range from med “m to good quality. 


average over a period of several weeks or 





Nevertheless, the investor must have a reasoned 
policy and must come to grip with the problem of 
making prudent decisions. 


Investors Fully Committed 


Some people are fortunate enough to hold full a 
substantially full positions in stocks purchased a 
substantially lower prices than now prevail nae 
therefore, have handsome unrealized profits. To 
such as these the problem is relatively simple, 
although what is the wisest decision will depend 
almost entirely upon the individual’s circumstances. 

Such people are under the least psychological 
pressure, or temptation, to cash profits in fear of a 
reaction or in hope of replacing positions advan- 
tageously in a reaction. Assuming that they have 
avoided individual issues of such dubious value as 
to be a source of worry, their position is a “comfort- 
able” one. Generally speaking, I think the wisest 
course here is to sit tight in expectation 
of substantially and possibly greatly — 





The 
longer) might leave the lowest prices at or 
above present levels. 
One thing to note is that the modern “New 
Deal” market—predominantly on a cash basis—is 


less subject to sizable technical reactions (as distinct 
from reactions precipitated by unexpected bad news 
of considerable importance) than were former mar- 
kets in which there were substantial marginal hold- 
ings that could be “shaken out” and in which “pro- 
fessional” trading operations and manipulative 
practice s—figured prominently. Instead, the tend- 
ency is more toward “straight line” advance, with 
the technical corrections taking the form of rela- 
tively small “pay-as-we-go” reactions or periods of 
congestion marked by sidewise movement of the 
averages. 





New Type Markets 


We had the first demonstration of this change in 
the character of the market during the 1935- 1937 
recovery movement. In two years of rise from 
March, 1935, to March, 1937, there were only three 





higher average prices before the bull 
market finally runs its course. There may, 
of course, be logical exceptions to this. 


The tax situation of the individual must be 
taken into account. If there are important 
obligations to be met within several months or 
less — and cash is not otherwise available — 
naturally it is prudent to provide for them by 
taking partial profits. One obligation of all of 
us is to buy war bonds now, and converting 
part of market profits to that purpose is 
painless, patriotic and conservative. 

But what about the individual whose fund 
available for placement in common stocks is 
either entirely or partially liquid? There we 
are confronted with a much more debatable 
problem. Bargain-day has long since gone— 
but, on the other hand, from a. longer-term 
viewpoint it is reasonable to hold that the 
broad price average is still at a “medium” 
level. Thus, this publication’s general index is 
now about 37 points above the extreme low of 
the past six years but 44 points under the 


J. Cc. 


Sperry 


Chrysler 1 
Commonwealth Edison ae. 

Consolidated Gas of Baltimore... 
Corn Products 
Du Pont 
Eastman Kodak 
RPPININ IT IEINTE - wsccncssnes pcnscnacncassdonocanssane 
General Foods 
General Mills .. 
ae gy Motors 


International Harvester. ................-....... 
Johns-Manville 
Melville Shoe 
Minneapolis-Honeywell Reg. 
Libby-Owens-Ford Glass. 

Penney 
Phillips Petroleum 
Procter 2d h-ssoed icoemapeeibcovsemmcobesi tases 


Union Carb ide 
Average for entire group.................. 


COMMENT: As a group, these 24 stocks are of high class. 
to low yield on good grade bonds, the potential yield suggested for the group by 
past record under varying conditions is still relatively generous despite the rise in 
stock prices over the past year. 
period after the war the average yield could exceed that of the 8-year back record. 


Selected Stocks of Good Quality for Income 
and Appreciation 


Dividend Record as Per Cent on Present Price 





Average Average Aver 8-Year 

1935-'36-'37 1938-'39 1940-41. 42 Avge. 

American Can 6. _ 5.0% 4.8% 5.4% 
Beech-Nut Packing ...................:sscsssseees 5 5.6 
Bohn Aluminum 1.4 4.0 
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5.2% 4.3% 5.0% 4.8% 


Considered in relation 


It seems probable that in a peace-time expansion 





six-year high; while our index of 100 low- 
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reactions exceeding 5 per cent in the Dow industrial 
average—during a period in which the total rise 
approximated 100 per cent—the most severe being 
an 11 per cent decline over a three-week period in 
April, 1936, the other two being limited to approx- 
imately 514 per cent and 6 per cent, respectively. 
As between that bull market and the present one, 
the technical factors tending to mitigate reactions 
are stronger now than then. The former was 
primarily a cash bull market, but this one is even 
more so. Also, the supply of investible funds, repre- 
sented by an unprecedented accumulation of savings 
in the hands of the general public, is much bigger 
now than then. It is probably true that confidence 
in the political outlook is stronger now than then, by 
which I am thinking of middle-of-the-road economic 
leanings in Congress (which is closest to the voters) 
rather more than of 1944 Presdential possibilities. 
There is a general conviction that the war will be 
followed by at least several years of high economic 
activity. High income taxes plus a 25 per cent 
(net) capital gains tax make investment and specu- 


stamina which should aid investors in making deci- 
sions imminently on the basis of the background 
reasoning cited heretofore, plus additional light on 
the timing problem. If it contributes to an impor- 
tant reaction, that will be opportunity to buy. If it 
induces only a minor dip, that will be renewed evi- 
dence that there is more potentiality for advance 
than decline. Either way—and advice more closely 
geared to market timing will be found in the A. T. 
Miller market analyses in this and subsequent issues 
—the individual whose funds are wholly or largely 
liquid should be mentally prepared to do some selec- 
tive buying — partial commitments at least, if a 
severe reaction does not develop; and to commit a 
larger proportion of funds in event of important 
reaction. 


The Case Against Liquidity 
If the assumption is correct that we are at a 


medium range in a continuing bull market is correct, 
then to be entirely or largely in cash is as inde- 





Sound Low-Price Stocks for Longer Term Appreciation 
























1937 1938 1939 1942 

High Low High Low 
Werner Bros. Pict... 18 3% 6% 4% 
Paramount Pict. .... 28% 5% 14% 11% 
Canada Dry Ginger 38% 12% 203, 9% 
SIE Ce TENGE Os casaccscesccssasscsasece sccteuss, earns 18 5% 
Adams Express ... 64 W12 5/2 
McCrory Stores .. 6 17% 10 
Amer. Type Foun 3% 83,4 3% 
Asso. Dry Goods ..... 4 10%, 4% 
Standard Brands, Inc. 6s 7%, 2% 
Byron Jack ° 13 17% 10 
Central Aguirre Assoc 18% 30% 16 
Congoleum-Nairn, Inc. 15 303, 12/2 
OMNES sess csssvesecacsccavestenacccsce 6/2 11 3%, 
Crane Co. 19 38 10% 
General Cigar Co., Inc.............-..... 52% 207s 254 165 
Amer. Bank Note......................:0::000 41% 10 17% 5% 
Glidden Company 512 13 242 12s 
Houdaille-Hershey ‘'B"'.................... 27% 6 174 814 
Studebaker Corp. ..... aaa 32 10 3% 
United Drug, Inc. .. 16 4% 7% 42 
Consolidated Oil .... .. 7% 7 9%. 45 
BPRS CE CO, hecscccceccccsevceresecesese 35% 10% 1912 83, 
Pure Oil Co. 24% 84 11% 7 
Motor PrOGUCIS .....0...:ccccccsccscsseceessess 38/2 10/2 19 6% 
North American Co.. .. 34%, 13% 263, 62 
Plymouth Oil Co. ..... 297s 15 11% 
Purity Bakeries ...... 23% 7 1812 95s 
Remington-Rand 29 9% 17s 7a 
Stewart-Woarner  ...............cccccceeeeeees 21 6 125 5s 


fensible as to be entirely or largely in stocks 
during the middle stages of a bear market. 
Note well, however, that the premise set forth 


High —«¢S- an assumption, rather than a provable fact. 
1312 The 1942 lows and the 1937 highs in the 


y . . 
i averages are reference points but not neces- 





, : 
12% sarily guideposts. Nobody can possibly fore- 
ae cast—although any fool can make guesses— 


nN how long this bull market will last or how high 


7 ; 
22% it may go. Technically and otherwise, major 
21% tops are harder to call, except somewhat be- 
193, latedly, than are major bottoms. All the 
27 


od writer can do is express the personal opinion 


Ls Ai that topping evidence is not now discernible. 
VM _As remarked before, there is general con- 
11, viction that we can count on an extensive pros- 
17" perity period after the war. Suppose, for 
15% the moment, that.the war ends one year hence, 
17% that it is followed by a transitonial year of 


12 adjustment and industrial re-conversion, and 
that then will come the “several” years of 





lation for appreciation more attractive than during 
the previous bull market. Finally, the public on the 
whole has been more “inflation conscious” than dur- 
ing 1935-1936-1937—although the inflation line of 
reasoning was by no means absent from the late 
phases of the former bull movement, as evidenced by 
a very active commodity speculation. 

None of the factors cited here, of course, pre- 
cludes an intermediate reaction of 10 per cent or 
more in the industrial average—with or without bad 
news. In war the potentiality of news shocks is 
naturally to be reckoned with and is ever present. 
So is the potentiality of restrictve Government 
moves of one kind or another. A case in point is 
President Roosevelt’s strong crack-down on price 
and wage inflation, announced as the writer is in the 
midst of constructing this article. Its full effect on 
the market remains to be seen, although the first 
impact is a sharp reaction. 

But it provides a welcome test of the market’s 
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great peace-time activity. Does this projec- 
tion imply five more years, at least, of market ad- 
vance generally similar to that of the past year? 
It’s possible. Almost anything is possible — but it 
sounds very pat. The market has been discounting 
peace and post-war prospects for many months. 
Without contending that this discounting has now 
been over-done, I raise the point that it might 
readily prove to have been overdone either when 
peace comes or when investors and speculators begin 
to figure that it may be fairly near. Conceivably the 
latter consensus could develop by, or before, the end 
of this year. 


Long-Range Assumption 


Although I believe it most likely that at some time 
in the post-war period, average stock prices will be 
much higher than now, I think longer term investors 
would be wise not to ge#r their thinking to straight- 
line bullish assumptions (Please turn to page 53) 
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As the Pr 
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O. the whole, our military problems in winning 
the war are being solved much more successfully 
than are the major economic-political problems on 
the home-front. Foremost among these—with many 
political ramifications — is economic stabilization. 
< “4 : Ronin 
That term ‘“teconomic stabilization” has an academic 
sound, but don’t let it lull you into indifference. 
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Behind it are hard realities — and explosive poten- 
tialities—that affect you personally and directly as 
a consumer or investor or business man. 

Any way you look at it, to lose the battle for 
economic stabilization surrendering to the fast- 
moving spiral of inflation — would be a disaster 
second only in importance to the disaster of losing 
the war. A national disaster; a political disaster to 
President Roosevelt and the Democratic Party; a 
personal disaster to many millions of people whose 
incomes would have no chance of keeping pace with 
the rise in the cost of living. 

We haven’t lost this battle yet—but neither have 
we won it. Indeed, we had been giving ground, be- 
fore the President’s recent stern executive order to 
“shold the line” on prices and wages. 





It was more than eleven months ago that the 


President placed before Congress what he termed 
“‘a seven-point national economic policy designed 
to stabilize the domestic economy of the United 


States for the period of the war.” The most signifi- | 


cant points of the seven were stabilization of wages 
and of all commodity prices, including farm prices. 

Since then the wholesale commodity price index 
has advanced nearly 5 per cent; the cost of living 
by nearly 6 per cent; the retail cost of food by 
nearly 13 per cent; average price of farm prod- 
ucts by 19 per cent; hourly earnings of industrial 
workers by about 12 per cent; and weekly earn- 
ings of industrial workers by about 17 per cent. 
What is more important, all are today still in a 
continuing upward trend. 

The political pressure for inflation has 
been getting stronger in recent weeks, as 
the farm bloc in Congress pressed its drive 

for higher agricultural prices and import- 
ant sections of organized labor stepped up 
its yammering for higher wages. 

At this writing a show-down has come 
—-but perhaps not the final show-down 
—between the Administration and_ the 
farm bloc in Congress. The President’s 

strongly worded veto of the inflationary 

Bankhead bill had immediate public 

support; and was promptly endorsed 

by Philip Murray and William Green, 
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speaking as presidents, respectively, of the 
C. I. O. and the A. F. of L. 

Mr. Roosevelt pointed out that the Bank- 
head bill would ad more than $1,000,000,- 
000 a year to the consumers’ food budget ; 
would give farmers “an unwarranted bonus 
at the expense of consumers” and would 
“set off an inflationary tornado.” He 
sternly reminded Congress of its own re- 
sponsibility to assist in maintaining eco- 
nomic stabilization, and this warning has 
now been amplified most vigorously in the 
statement accompanying Mr. Roosevelt’s 
executive order on price, wage and salary 
stabilization. It will have unquestioned pub- 
lic endorsement and support. 

Thus the immediate issue in a critical 
situation has been tossed back into the lap 
of Congress. The farm bloc is expected to 
retreat—at least temporarily. It was a 
political mistake on its part in the first 
place to press the drive for higher farm 
prices just at the time when John L. Lewis 
had brought his attack on the War Labor 
Board’s wage stabilization policy to a peak 
in fighting for a $2 a day wage increase 
for the bituminous and anthracite miners, 
plus additional adjustments that would 
make the actual increase in miners’ income 
nearer $4 a day. 

On the other hand, it would be most naive 
to contend that the farm State members of 


or to expect that they will ignore the ma- 
jority pressures of their constituents back 
home. The farm bloc in Congress is not 








Headed for the Shock of Their Lives! 
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ahead on its own. It unquestionably speaks 
for a majority of the farmers. 

While it may not in all respects be logical, the 
farmers have a peeve against the Administration’s 
handling of the war farm problem. In truth, it has 
not been handled well. Tacit admission of that fact 


is had in the action taking chief responsibility for 
| food control out of the hands of Secretary of Agri- 


_ culture Wickard and giving it to Chester Davis, and 
' in belated action to ease the farm labor squeeze by 
_ easing up on the draft and otherwise. Whether this 


ae ee 








| partial appeasement of farm sentiment will be 
| politically effective remains to be seen. It is ques- 
_ tionable, as matters stand at present. 


New Deal Labor Policy 


The farm country — and its representation in 


_ Congress—does not like President Roosevelt’s “soft 
| policy” with respect to organized labor. While the 


issue of higher farm prices is one of the two chief 


' keys to economic stabilization, the other — and 


equally important—is wage stabilization. Despite 
all the talk, the accomplishment to date consists 
merely of having somewhat retarded the wage rise. 
Neither hourly wage rates nor the weekly earnings 
of factory workers have in fact been “stabilized.” 
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World-Telegram 
Between the time the “Little Steel” formula for 
wage stabilization was promulgated in July, 1942, 
and January of this year — the latest month for 
which official data is available—the average hourly 
wage rate in the manufacturing industries increased 
from approximately 84.5 cents to 91.8 cents or by 
8.6 per cent. Without exception, each and every 
month has seen a further gain; and no doubt the 
April figure—when released by the Bureau of Labor 
Statistics several months hence—will show hourly 
wages above January. Over the comparable period, 
average weekly earnings of industrial labor increased 
by $4 or about 11 per cent, reflecting both longer 
hours at premium pay and higher hourly rate. 

The Administration favors increased worker in- 
come for longer hours; and W. P. B. is proposing 
to establish wage incentives for increased produc- 
tion. That sounds rational enough — but the in- 
creased production from longer hours or from in- 
centive pay will be in war goods; while the increased 
worker income, pressing upon the restricted market 
for consumer goods, will be inflationary. 

Short of labor—and in many instances of fer- 
tilizer and repair parts for equipment—farmers on 
the whole will have to work fantastically long hours 
to have any chance of maintaining aggregate pro- 
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duction at last year’s level—and probably will not 
succeed. Why then, they ask, are not farmers just 
as much entitled to incentive pay and premium re- 
wards (in the form of higher prices) as is industrial 
labor? This also sounds rational enough—but high- 
er prices inevitably spell higher food costs to the 
consumers and more pressure for still higher wages 
to “beat the cost of living.” 

Months ago the Administration tried to meet this 
dilemma by inaugurating a system of farm sub- 
sidies under which higher prices could be paid for 
increased production of those types of farm crops 
most badly needed, without passing the increase 
along to the consumers. The farmers howled this 
down. They don’t want subsidies. Yet subsidies, 
both to get selective increases in production and to 
stabilize the cost of living, have been a cardinal and 
successful part of the stabilization programs in 
England and Canada. It is not an ideal remedy— 
and in England and Canada much more reliance is 
placed on fiscal anti-inflation controls than on sub- 
sidies—but is certainly preferable to an uncontrolled 
price-wage spiral that the President is now deter- 
mined to halt in one way or another. 

If Lewis wins a large pay increase for the several 
hundred thousand members of his United Mine 
Workers Union—and this matter is heading for 
final determination within the next few weeks—two 
results will promptly follow: (1) The Congressional 
farm bloc will enact legislation to raise farm prices 
and probably make it stick over any Roosevelt veto; 
and (2) other labor unions will follow the Lewis lead 
in demanding and getting higher wages. 

Meanwhile both the A. F. of L. and the C. I. O. 
have made a shrewd political move by “laying off” 
in wage demands for the moment while urging a 
Government drive to reduce retail food prices to the 
level of last September 15. Although there has 


14 


undoubtedly been considerable profiteering in foods — 


—with actual prices well above the officially re- 
ported indexes—it is hard to see how so large a roll- 
back could be carried out without squeezing many 
food merchants into bankruptcy. 

At any rate, while the Administration is momen- 
tarily “holding the line” against radical price infla- 
tion, it remains to be seen what the exact outcome of 
its tussle with Lewis will be. 

One of the early moves of the farm block will be 
enactment, at least in the House, of the Hobbs anti- 


racketeering bill. The word “labor” does not ap- | 


pear in it anywhere—but it is labor union legislation 
all the same; and the C. I. O. and A. F. of L. are 
fighting it tooth and nail. If it reaches Roosevelt, 
his signature would reverse the previous Adminis- 
tration policy of opposing any and all restrictive 
union legislation but a veto would further alienate 
the farm‘vote. Thus a political “spot” for the 
President is being engineered. 


It need hardly be said that all these matters are | 
part and parcel of “Fourth Term Politics.” One | 
prominent union leader and adviser to Roosevelt in | 
labor policy—Daniel J. Tobin, president of the | 


A. F. of L. Teamsters Union—has publicly warned 
the Democratic Party (which today has no possible 
winning candidate for 1944 except Roosevelt) not 
to forget “how hungry it used to be.” 

“History,” he said, “has a habit of repeating 


itself and unless the Democrats in power stick to © 


their guns and stop crucifying the trade-union © 
movement of the nation in all its divisions and | 
branches, they will find themselves, as they did be- | 


fore from March, 1921, to March, 1933, a crawling, 
impotent minority.” 
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To farmers—and many of the rest of us—this 
sounds very curious, indeed! Mr. Roosevelt and his 
Party have done more for the labor union movement 
than all preceding Administrations combined. In 
fact, he has given it much more than the union 
leaders themselves ever dreamed of getting at the 
inception of the New Deal at the polls in the bleak 
year 1932. 

But, of course, Mr. Tobin is talking through his 
hat. Whether or not union-control legislation is 


passed — and it is favored by majority public 
opinion and even by a majority of the dues-paying 
union members—Mr. Roosevelt, if he runs in 1944, 
will have the great bulk of the labor vote as usual. 
There is no place else for it to go. 

As for the conservative Southern anti-Roosevelt 
bloc in Congress, it might well make it impossible for 
a fourth-term nomination to have any appearance 
of a harmonious or unanimous “draft,” but its de- 
fection—since Southern (Please turn to page 48) 
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Diverse Effects of Rationing on Food 


Securities and Related Issues 


BY 


W. Americans always have re- 
garded food as something that could 
be taken for granted. There always 
has been enough of it. Often we 
have felt that there has been too 
much. 

It is unique, as well as ironic, that 
eight or nine years after we paid 
growers to kill the little pigs and 
began to pay the farmer not to raise 
wheat, we have to present a ration 
book when we go to the store to buy 
meats, fats, butter, cheese, canned 
vegetables, canned fruits, canned 
soup, and even the lowly bean. 

There’s no point in going into the 
errors of the past. After all, those 


whelming majority consenting, and 
no one could have foreseen the pres- 
ent abnormal world situation. The 
most that can be said is that they 
originated, like most economic heresies, from con- 
fusing prices with prosperity; and that they were a 
part of the strange idea that scarcity is a better 
thing for business than abundance. The purpose of 
this study is to outline briefly the causes for the 
present shortage of food, to consider the outlook for 
food supplies during the remainder of the war period 
and the early years ‘of peace, and to consider how the 
anticipated conditions may influence the investment 
status of some of the leading food industries and 
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representative food companies. There are, however, 
a good many more possibilities and probabilities in 
the food situation than there are certainties. 
Causes of the present food situation are so 
numerous that no attempt will be made to exhaust 
them. The first one arises from the fact that 
America, a nation which normally imports food on 
balance, has become an exporter on balance. In the 
five years before the war, when our crops were per- 
fectly enormous, the United States imported about 











two and one half times as much food as was exported. 
Our “unfavorable” foreign trade balance in food, 
moreover, has been increasing steadily ever since 
World War I. This startling revelation demands 
some explanation. It is found in the fact that we 
normally are very large importers of sugar, coffee, 
tropical fruits, nuts, spices, vegetables, certain oils, 
certain cereals and many edible luxuries; and that in 
late years we have not been particularly heavy ex- 
porters of meat and wheat. 

In the present emergency, we find ourselves shut 
off from the usual imports by a shipping shortage. 
We are refraining from using the available shipping 
for the transportation of coffee from Brazil and 
Colombia, sugar from the West Indies, bananas from 
Central America, and nuts from Brazil in order that 
we may use the ships for purposes of war. At the 
same time we find it necessary to feed millions of 
non-productive soldiers and sailors, to take care of 
an important part of the food requirements of our 
hard-pressed allies, and to “bribe” neutrals through 
exploitation of their food needs. The very ships 
which we, in peace time, use to import food are now 
being used to export it. 

The second cause develops from the obstacles in 
the way of increasing production as much as we 
could increase it in time of peace. Food, in spite of 


millions of dollars worth of food and cotton went un- 
harvested in the fields and orchards of the land last 
year because there was no one to gather it. Most 
foods, especially vegetables and fruits and_ beet 
sugar, are low wage crops. Most canneries pay low 
prices and employ low wage labor. Everyone knows 
what has happened to low wage labor. 


oc. back iene 


Changes in Demand 


A third factor in the food situation is the peculiar 
nature of the demand for food. As men and women 
work harder, they eat more. The manual laborer 
consumes more food than the sedentary worker. 
Higher family income, and most people now have it, 
means “a better table.”” When a man is in the armed 
forces he has an appetite far and away greater than 
when he is in civilian life. Governments recognize, | 
too, that food is a morale builder—that armies fight [ 
on their stomachs and that civilian populations act 
better under stress if they are well fed. That, of | 
course, means a lot in countries like Spain, North | 
Africa and Turkey: and later it may mean much in 
France or Italy. ; 

We don’t hear much about a fourth influence, | 
but it is important. The Government has been 
accumulating considerable stores of food in ware- | 
houses and elsewhere in view of the posssibility that | 
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all the mechanism of the farm which has occurred in , , 
the past two generations, still is a labor product. it will be harder to buy next year. This takes certain 
We have a labor shortage. That labor shortage is goods out of the market—notably canned goods and 
increased by the draft. It is also increased, perhaps other relatively non-perishable foods which are con- 
even more importantly, by the fact that the war in- centrated and easy to store and keep. ; ; mes 
dustries can afford to pay higher wages than the A fifth influence is the practical manner in which | hay 
farmer can earn either by working for himself or price ceilings have worked out. Farmers have with- | of ] 
by working on the farm for other farmers. It is not held cattle from the market because they are dissat- ence 
commonly known in the great cities that hundreds of isfied with prices, contributing to the shortage of | fres 
. fooc 
yea) 
fluic 
These Companies Can Turn Out More Feod pi 
Recent 1942 1942 Quality Nature of the | 
Price Net Div. of Stock Product ' tain 
Corn Products 57 $ 2.75e $2.60a High Grade Syrup, oil, starch : ply 
Penick & Ford 59 4.25e 3.00 Good Grade Syrup, oil, starch war, 
Armour & Co. $6 Pfd. 56 20.85 None Speculative Meats | betw 
Swift & Co. 26 2.89 1.50 Investment Meats d aed 
Swift International 34 2.80 2.00 Good Grade So. Am. meats to Ae 
Wilsen & Co. .. 7 2.70 None Speculative Meats 
United Fruit 67 4.08 2.00a Investment Bananas, sugar the « 
Cuban Atlantic Sugar 1412 4.63 2.50 Speculative Sugar So 
Cuban-American Sugar 10 1.68 0.75 Speculative Sugar ture. 
West Indies Sugar 14 4.12 0.50 Speculative Sugar her |} 
Glidden Co. 20 1.70 1.30 Fair Grade Veg. oils, paint has | 
Best Foods 11¥2 0.31 0.60a Improving Margarine, flour | heen 
Chickasha Cotton Oil 17 1.97 1.004 Speculative Veg. oils, etc. | 1937 
Wesson Oil & Snowdrift 25 1.87 1.00 Speculative Veg. oils, etc. incre: 
Continental Baking 7% 1.46 0.50 Speculative Bread us 
General Baking 8/2 1.02 0.45 Speculative Bread | 
General Mills 88 6.06 4.00 Investment Flour grow! 
Pillsbury Flour 242 1.89 1.00a Good Grade Flour “ 
n 
a—Indicated rate, not 1942 payment. NOTE: The fiscal years of most of these companies are not calendar years; | since 
e—Estimated. per share earnings in all cases are for the latest fiscal year. : 5,500 
| 1941 
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Food shortage will force change in farm equipment 
production restrictions. 


meat. Pigs have been kept on the farms until they 
have become hogs, as is quite evident from the sizes 
of pork loins now in the market. Collateral influ- 
ences have been the shortage of cars in which to ship 
fresh vegetables and maldistribution of quotas of 
food caused by sudden shifts in the population. This 
year we may see a smaller supply of ice cream and 
fluid milk because of the government’s lease-lend 
requirements for cheese. Farmers may be handi- 
capped by inability to get new farm machinery in 
the quantities needed at the time it is needed. Cer- 
tain types of nitrogen fertilizers will be in scant sup- 
ply because the government needs the nitrogen for 
war, and this will tend to reduce yields. The spread 
between acres planted and acres harvested will be 
much wider than usual because there will be less labor 
to take care of the weeds and fewer people to garner 
the crop. 

So far nothing has been said about Mother Na- 
ture. She always holds our stomachs in the palm of 
her hand. Not many people realize how good she 
has been to us in recent years. The weather has 
been generally favorable to crops in every year since 
1937 and 1938. There has been a rapid and steady 
increase in the yields of almost everything, and the 
animal population on farms has been and still is 
growing. A few figures will stress the generous 
crops of recent years. 

In 1932 we packed 4,024,000 cases of string beans; 
since that year we have never packed less than 
5,500,000 and the 1941 pack was 11,673,000. In 


| 1941 we packed 26,109,000 cases of sweet corn 
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against 14,567,000 in 1939. Our green pea pack in 
1941 was 28,573,000 cases against 16,074,000 in 
1939 and 10,367,000 in 1932. Fish landings in 1941 
were 530,503,000 pounds against 422,747,000 in 
1940, and now are decreasing very rapidly because 
of high wages for seafaring men in other industries 
and because of the submarine danger. The compar- 
atively large size of recent wheat, rye, corn, soy bean 
and potato crops is common knowledge. We also 
know how much more popular fresh vegetables have 
become in recent years, and that most of them are 
grown hundreds of miles away from the principal 
markets involving the use of now scarce motor trucks 
and freight cars. 

But if you go back over the Department of Agri- 
culture’s crop figures for many years you will discover 
that a series of years of abundance more often than 
not is followed by a series of years of scarcity, and 
vice versa. This principle has been true, with varia- 
tions, ever since the days of Joseph of Egypt—and 
probably long before that. The unpleasant fact is 
that the rhythm of crops at present is against abun- 
dant supplies of food for the next few years; we have 
had too many good seasons just recently. 

The outlook for food, therefore, is not good. It 
may be summed up by saying that it is an outlook 
for more of the same tendencies we have seen dur- 
ing the past year—only for more violent trends in 
the same direction. In the next 12 months we will 
have less abundant reserves and inventories to draw 
on, less production coming in, a further decline in 
imports, a bigger demand from our armed forces, 
and probably a bigger overseas civilian population 
to feed—especially if our armed forces win some of 
their territorial objectives. In fact, over the short 
term, the more successful we are in gaining military 
objectives the less we will have to eat at home. And 
this situation will not end with the armistice or cessa- 
tion of hostilities. We shall have to feed much of 
Western Europe or lose the peace after winning the 
war. 





Sources of Supply 


Food, therefore, is where we can find it. We are 
going to eat what we can get and be thankful. For 
the duration, and for some time thereafter, our wives 
and the restaurants are not going to be able to pick 
and choose so much between different kinds of food; 
they are going to have to buy what they can get. 

This involves a search for food. Where is it? 
We must scour the country and the world for things 
to eat. Those who can supply the means of suste- 
nance are going to be able to demand a good price 
for it; and those who can assist in the production of 
food, directly or indirectly, are going to be encour- 
aged, through rich rewards, to make their contribu- 
tion to the tables of America and the world. There 
should be money in the food business for those who 
can deliver the food. 

A number of sources of supply, rather large 
sources, are open. 

In the first place, the Western Hemisphere’s pop- 
ulation of meat animals, beef cattle, hogs and sheep, 
is above normal. Both in (Please turn to page 52) 
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Mexico City 
Our “Good Neighbors” of A BRIEF announcement appeared recently in the | 0 

Central America and the Carib- newspapers to the effect that by the mid-summer an { 7 
bean area, like most countries over-land connection between the United States and | °° Y"* 
z ‘ . - — class | 
of South America, are under- the Panama Canal will have been established. This pat 
going most significant economic does not mean that goods will soon be able to move mig 
changes. In Mexico, especially, to and from Panama in large volume. On the con- ssc 


trary, the overland route is likely to remain for a i 


the economic revival ap- ' : 
P long time an emergency project and to be of eco- 








proaches the 7 ectacula : but nomic importance only in its northernmost and pi 
the widening opportunities for southernmost reaches; in the north providing the ye 
foreign capital investment in means of transportation for coffee from Guatemala oe “ 
this and other Latin-American and Salvador, and in the south serving as a feeder |‘ “P8” 
countries are not without quali- of surplus foodstuffs from Costa Rica for the a6 
fications. In this concluding Panama Canal region. ame. 3 
article of the series the author Shipments from the north will first have to nego- ae 
again provides the penetrating tiate the slow and undependable standard gauge aga 
analysis which has made pre- railway through Mexico, badly in need of modern- arte 
vious articles so useful. ization. From Suchiate they will move across a new |... 4), 
bridge opened last year and then over a narrow |yr..:0, 

gauge international railway through Guatemala and |, ; 

= * | Salvador. From the railhead in that country, ship- - 
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ments will travel by motor over a macadamized, mili- 
tary “pioneer” highway, work on which is being 
pushed with great haste in the most mountainous 
part of Costa Rica. 

Economically there has really been only limited 
need for such a highway. The six small republics of 
Central America and Mexico trade but little with 
each other. It is the strategic considerations more 
than anything else that have prompted the establish- 
ment of an overland connection with the Panama 
Canal, and it is the strategic reasons that are forcing 
us to regard the whole region, for which the new 
name of “Middle America” has been coined, in an 
entirely new light. 


Strategic Importance 


In this region even a small island in unfriendly 
hands would be a potential danger to the Panama 
Canal and to our security. Hence it is imperative 
that the governments in this part of the world be 
friendly to us and cooperate with us politically and 
militarily. As elsewhere in Latin America, eco- 
nomics is the key to the political considerations. 
This explains why in return for the cooperative 
policy of the “Middle America” countries we are 
under obligation to assist them economically to make 
up for the disruptions that result from the war. 

Our present political and economic relations with 
Mexico are a good illustration of subordinating old 
grievances and disputes in the interest of a larger 
issue of common security and war effort. Certainly 
the settlement of the oil dispute whereby Mexico 
agreed to pay $24 millions for oil holdings and $40 
millions for confiscated lands, the value of which 
together has been estimated at at least $200 millions, 
leaves much to be desired from our point of view. 
Much the same may be said about the more recent 
proposal under which Mexico would settle its dollar 
debt of $236 millions, on the basis of 20 cents on 
the dollar. 


Mexican Development 


On the other hand, viewed from the Mexican point 
of view, the creation of a healthy peasant-farmer 
class out of a landless farm worker class, by dis- 
tributing some 60 millions acres of land, will give 
the country a broader economic base and may even 
result in a greater political stability. 

As it is, Washington and Mexico City have been 
cooperating very closely. Mexico was one of the first 
Latin American countries to declare war and round 
up Axis agents, especially in lower California, where 
Japanese fish canneries could have well served as 
potential submarine bases. Most of the Mexican 
surplus products, among which are some _ badly 
needed non-ferrous metals, are being sent almost ex- 
clusively to this country. On our part, we have 
been supplying the rapidly expanding Mexican in- 
dustries with equipment and raw materials, and we 
are also to furnish more modern equipment for the 
Mexican Army which recently adopted the system of 
compulsory training. 
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Paradoxically, private enterprise has been in the 
last two years relatively freer in Mexico than in this 
country or Europe, for the totalitarian measures 
have not been pushed there as far. In fact, promo- 
tional activity is being encouraged. New and en- 
larged industries may now freely import raw mate- 
rials and equipment and in the Federal District they 
are exempted for 5 years from the tax on indus- 
trial and commercial activities. 

The present boom, which incidentally has been 
marked by a rise in quotations of local securities up 
to 300 per cent, by the redundancy of money and 
by the rapid expansion of bank deposits, dates back 
to the inauguration of the present President, Avila 
Camacho, in 1940. The subsequent easing of the 
expensive and sometimes extravagant social and 
economic reforms, brought about first the return of 
large amounts of Mexican capital expatriated dur- 
ing the regime of Lazaro Cardenas. Later, American 
capital came in to modernize and expand mines and 
to establish the production of some of the products 
which we used to get from Southeastern Asia. 

Agricultural production, which fell off during the 
Cardenas period, has also made a come-back, aided 
by higher prices and probably likewise by the move 
whereby the individual farmer rather than the com- 
munity obtained title to the distributed land. Larger 
crops meant that foreign exchange that previously 
had to be used for the purchase of foodstuffs abroad, 
could now be released to buy industrial equipment. 

With the farmer and the miner more prosperous, 
industry has been stimulated, and since outside com- 
petition has practically disappeared, domestic in- 
dustries — like elsewhere in Latin America — have 
had the internal market for themselves. A promo- 








"Middle America” Statistics 


(All figures in millions of National Currency) 








































1942 
Latest 
1938 1939 1940 1941 Avail. 
Gold Reserves (end of year)— 
Costa Rica (colon) .......... Le 2.7 4.5 4.4 4.6 
Quatemala (quetzal) ........ 4.0 4.7 5.7 6.7 6.7 
Haiti (gourde) eas 3.5 4.6 9.3 12.8 
Mexico (peso) ............0.0+- 34.1 37.8 56.2 55.7 40.9 
Salvador (colon) .............. 13.2 16.5 16.5 16.5 24.2 
Foreign Exchange Reserves (end of year) 
CaN ONG snccccscccscteteciosss> 6.0 9.0 1.0 9.1 58.7 
ENON Siccnessnccecetscaiceess 2.1 2.5 2.1 3.6 9.5 
Haiti neta 9.0 8.5 14.2 13.2 
M ae 11.7 59.3 30.6 87.3 
pS ae ee 3.2 3.4 1.6 4.5 10.5 
Commercial Bank Deposits (end of year) 
IE TN ccncstccccersectssvesaces 44 47 53 56 89 
Quat I ae 2.5 2.3 2.1 2.5 
Mexico 375 452 601 727 846 
Salvador .. 4.4 4.0 3.2 4.9 7. 
Cuba 128 128 
Budgetary Expenditures 
CT Io cssscceacicccsscisencee 36 40 44 36 ‘ 
Cuba 73 76 79 78 106 
Domini Republic ........ 12 12 12 12 a 
Quatemala .. 14 11 10 10 10 
Haiti .... 30 30 29 26 26 
Honduras 12 12 1 11 12 
Mexico .. 503 582 624 647 707 
Nicoragua 9 14 23 26 = 
NONE cctsiccoccesassnceneccocchuscs 19 22 30 
[Se 20 20 24 22 23 
Exchange (in U. S. cents). 
Mexico (peso) , 19.3 18.5 20.5 20.5 
Costa Rica (colon) 17.8 17.8 17.8 17.8 17.8 
Salvador (colon) .... 40.0 40.0 40.0 40.0 40.0 
Cuba (peso) ............. aac aes 90.0 97.5 100.0 
Nicaragua (cordoba) .......... 20.0 20.0 20.0 20.0 20.0 
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tional boom followed and during the latter part of 
1942, a new enterprise was being launched almost 
daily. Provided that Mexico can secure the neces- 
sary equipment in this country, her self-sufficiency 
in industrial products will be remarkable indeed in 
the future. Important progress has been made in 
chemical industries (including rayon and plastics) 
and in machinery and hardware lines. Lately 
Mexican industries began to sell in the United States 
and are venturing also in exports to Central 
America. 

But while the Mexican situation looks more 
promising than ever, it would be hasty to admit 
that all the major problems have been solved. While 
the carrying out 


It has already been mentioned that Mexico pro- 
poses to settle its dollar debt roughly on the basis 
of one peso for each dollar of bonds outstanding. 
Payment of interest would be made by means of an- 
nuities apportioned among the different classes of 
debt on a fixed schedule, and on a scale varying with 
the type and security of the different issues. The 
Government would purchase interest obligations due 
from 1923 to 1942 at the rate of 1 per cent of face 
amount, and the obligations due prior to 1923 at 
the rates of 1/10 to 2/10 of one per cent. The rail- 
way debt is to be dealt with in another agreement. 

The phenomenal rise in Mexican bonds since 1940 
will be seen from the accompanying table. 

In the six Cen- 
tral American re- 





of costly social ex- 
periments has been 
retarded for the 





. + | ocean an 
time being, the ae April mala, Salvador, 
lala inlets ame : heonagaane Outstanding 1940 1941 1942 1943 Honduras, Nica- 

Os’ ica, : 
powerful and the “ye, of 1926, due 1951... 5,362,000 21 - 13 19% 11% 19%- 12%2 20% Tagua, Costa Rica 
Government has _ eube, and Panama, the 

42% of 1909, due 1949 6,469,000 101/2- 93 101Y2- 96 103% +100 102 i ion varies 
had to proceed 52% of 1923, due 1953 16,210,000 104 - 98  104¥2- 99Y2 107. - 100% 104 situat 
carefully, especial- 42% of 1937, due 1977 80,519,000 62 - 51% 78 - 49% 83 - 68% 86% from country to 
ly in handling the Pub. Wks, 51/2%, due 1945 oes... 812+ 70 106 = 73S - 102%? 120% y. Hon- 

: : : Dominican Republic, } ; 
railroad SItUAtION.  gj20%, due 1961. cece 8,012,000 75%- 49 69 - 52 73%2- 63 85 duras, primarily ag 
Extensive rehabili- 5V2%, due 1969.........004 8,280,000 75se- 49 63 -52% 73%2- 61% 85 banana exporting 
tation of some of Salvador, 8%, due 1948 0. cess 75%4- 49 69 - 52 73¥2- 63 31 country, has been [| 
the key lines of the Haiti, 6%, due 1952(A).... 6,844,000 90 - 58 71%2- 38% 68 - 55 75% hard hit, and the | 
Mexican National Mexico, irrig plantation workers 

i] i] 
i : AY a%o, 1943, GSSt aes, eesescseeee 4¥2- % 7 3% W%- 5% WW 

Railways is abso 4%, 1904-1954, asstd. 4% “ 3% «10% 5% have had to be 
lutely essential 5%, 1945 Mee Do dw wae 5¥s- 5 13 employed on emer- 
ee 6%, 1913-1933, lar. asd. 0... a2. % "9 4% (14% 13% ea ge re 

ow that the move- ge ~= 

. Panama R ° 

ment of freight ~3y29, due, 1967, (Bd... 3,903,000 ice © nen 1052 - 102% 104 - 101% 10472 chiefly highways— 
has about trebled 3%% = 372%, due 1994. 9,767,000 on. en 70% - 51 73 - 587% 79% financed by the 


Principal Dollar Bonds of "Middle America" 


publics south of 
Mexico, Guate- 


United States. The 





in volume. We 
have already 
agreed to send the necessary technicians and equip- 
ment for such rehabilitation. As to the industries, 
they fear that overstaffing during the present boom 
may result in prohibitive labor guarantees after the 
war. 

Mexico has probably profited from the situation 
created by this war more than has any other Latin 
American country, except Brazil. The relative free- 
dom of enterprise and the fact that the political 
stability of the country has increased, now that 
army control is centralized and transport facilities 
extended, should attract foreign capital. The 1943 
budget, though some 40 per cent higher than the 
pre-war budget, is about balanced, by increase in 
consumption and income taxes. Business income 
taxes have been raised from 15 per cent in the lower 
brackets to 60 per cent and up on incomes over 
$100,000. 

It is quite likely that the present industrial boom 
will continue, though once the war is over and out- 
side competition again makes itself felt, the new 
Mexican industries may find themselves overex- 
tended and unable to reduce costs sufficiently be- 
cause of the resistance of well-entrenched labor. In- 
cidentally, a very generous social security plan (with 
employer contributing 6 per cent) was passed last 
January. 
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situation is better 
in Costa Rica and Nicaragua, where coffee, in addi- 
tion to bananas and some minerals, is the chief main- 


stay of economic activities. In Guatemala and Sal- | 
vador, which of all Central American countries have [| 
advanced the farthest on the road to industrializa- | 


tion, business has been very active, with textile in- 


dustries particularly showing a promising future. | 
Panama has been in a class for itself. Though her | 
exports have declined, her imports have expanded | 


and business is booming as a consequence of the 
large expenditure of the American military forces. 
The City of Panama has accumulated large enough 
dollar balances to begin to retire some of its bonded 
indebtedness. On the other hand, the price level has 


skyrocketed and Panama is facing a real inflation | 


problem. 


Opening of the Pan-American highway should | 
eventually stimulate internal trade between individ- | 


ual Central American republics, while the building 
of feeder roads should develop some of the remoter 
areas with considerable economic promise. The in- 
troduction of new products, rubber, manila hemp, 
tung oil, rotenone and others, pushed strongly by 


the United Fruit Company, should also be helpful | 
in increasing the purchasing power. And there will | 


be money coming in from the tourist traffic. 
The six Central Amer- (Please turn to page 52) 
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The Allies Shape World Recovery 


The Keynes and White Plans for Currency Stabilization 


Compared — Superiority of the American Plan Manifest 


BY GEORGE B. 


ce British government has formulated its long 
anticipated scheme for an international currency, 
as advanced by its most celebrated monetary thinker, 
Lord Keynes. The anarchy of currencies after the 
last war, the long period of monetary inflation in 
the conquered countries, the less disquieting but still 
drastic inflation in many victorious countries, still 


haunts the memories of men anxious for sound 
finance. That it must not recur is an axiom. Infla- 


tion and monetary disorders brought about the ruin 
of savings, of a sturdy middle class, and, by its 
ravages, accustomed men to think in extremes. 

The roots of totalitarianism are to be sought 
largely in the monetary chaos that followed World 
War I. That no country enjoying sound finances 
has ever experienced tyranny or social revolution, 
can be readily demon- 
strated. For this 
reason, the British 
government, more 
directly interested in 
maintaining European 
tranquillity than even 
ourselves, has ad- 
vanced the proposal 
for an_ international 
currency, termed 
“Bancor.” This new 
external currency (not 
to be used for transac- 
tions or savings within 
any country) is to be 
guaranteed by the 
member nations in 
proportion to the vol- 
ume of external trade * 
experienced by them Harry D. White, U. S. Treasury 
in pre-war years. That 
is, Great Britain having enjoyed 9 billion dol- 
lars in imports and exports per annum would 
have a stake 50% larger than the United 
States whose similar international trade aver- 
aged but 6 billions in that period. 

The British argue that this is logical, since 
an international currency is not concerned 
with the volume of internal trade, nor with 
the mass of internal capital, but with the 
clearing of transactions between member 
states. But, since the flow of money from one 
country to another is also determined by “in- 
visible” exports and imports, the problem is 
not so simple. The British not only do more 
business than any other country in foreign 
trade: their returns from external invest- 
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ments, their insurance receipts, and, above all, their 
shipping income, are the largest in the world. For 
example, their income from foreign investments has 
often been five times their exports. In other words, 
Britain, the purchaser of a sixth of the world’s 
goods, would be the paramount partner in this in- 
ternational bank. More than that, as she is the fore- 
most gold producer, and since the Bancor’s final 
reference will be gold, she would provide most of the 
current gold to be used in the scheme. And, as she has 
a certain ascendency in colonial trade, in India, and 
(through the Ottawa agreements) a special stake in 
Dominion trade, her influence over such an interna- 
tional bank, under Lord Keynes’ plan, would be 
tantamount to domination. Now, the British argue, 
this has no bearing on the plan, for this bank would 
not regulate its member countries, 
it would merely lower or raise the 
value of their internal currencies, 
according to their holdings of 
Bancor. A country with a persist- 
ently favorable balance of pay- 
ments, would have its currency de- 
preciated: those with a persistently 
unfavorable balance, would have 
their currencies appreciated. Hence 
a France, whose currency declined 
for years on an unfavorable bal- 
ance, would have its france appre- 
ciated, and thus an equilibrium 
would be sought. The United 
States and Britain, if in too favor- 
able a position, might have their 
money appreciated, that is, in 
terms of Bancor, the international 
money. 

But the British scheme, which is 
praised by superficial observers for 
its ease and simplicity 
as compared to the 
American, is not so 
automatic. It provides 
that the International 
Bank issuing Bancor, 
may suggest to mem- 
ber countries such re- 
vision of their tariff 
policies, or other fac- 
tors, as may aid their 


Monetary Authority 


position in  Bancor 
holdings. Now “sug- 


gest” is a very pleas- 
ant word, but (Please 
turn to page 54) 
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Prof. John Maynard Keynes, 
British Economist 
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A VIGOROUSLY growing newcomer 
during the last decade, the American 
rayon industry under the impact of 
war-born necessity has definitely come 
of age and found its niche among the 
nation’s leading industries with a 
product ranking second only to cotton as the most 
important textile fibre consumed in this country. 

This is a far cry from the original conception of 
rayon as an inexpensive luxury and somewhat flam- 
boyant substitute for natural silk. However, rayon 
at the outset enjoyed a ready public acceptance 
which grew so rapidly that demand frequently out- 
ran production, necessitating steady expansion of 
production facilities. Progressive management, up- 
to-date merchandising and promotional activities, 
low prices and, above all, constant improvement in 
quality, appearance and usefulness assured increas- 
ing consumer acceptance of rayon on its own merits. 

Thus the substitute soon outdid natural silk which 
found itself progressively threatened as rayon con- 
quered ever new territories, was put to ever new 
uses, found ever widening markets. The war and its 
attendant dislocations did much to push rayon into 
new prominence. With the cessation of silk imports 
from Japan and almost complete diversion of nylon 
from civilian to military uses, rayon made further 
strides not only in the already strongly held apparel 
field but also in the hosiery field where silk and 
nylon previously were supreme. 

No less important is the rapid expansion of pro- 
duction and use of spun yarn from staple fibre, 
making an excellent substitute for wool and flax, and 
rayon’s increasingly successful race with cotton as 
the favored fibre for tire cords. Until recently, do- 
mestic production of staple fibre lagged considerably 
behind that abroad, and with demand constantly on 
the up-grade, sizeable imports were necessary. How- 
ever, dependence on imports is now materially 
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Industrial Rayon Corp. 
lessened. Thus imports represented only 9% of con- 
sumption in 1941, against 50% in 1937. 

After years of steady growth, the rate of expan- 
sion is now slowing down, almost entirely due to in- 
ability to obtain needed equipment and machinery 
because of urgent war demand for metals. Installed 
capacity is currently estimated at about 545 million 
pounds filament yarn, against 460 million pounds 
in 1940 and 390 million pounds in 1937. Capacity 
for the production of staple fibre was increased to 
150 million pounds from 110 million pounds at the 
end of 1940. The entire 1942 rayon output reached the 
record high of 625 million pounds as against 573 
million pounds in 1941 and 471 million pounds in 
1940. Of the 1942 total, about 573 million pounds 
consisted of filament rayon yarn, compared with 451 
and 390 million pounds respectively in 1941 and 1940. 
The remainder of 155 million pounds was mostly 
staple fibre which in 1941 amounted to 122 million 
pounds and to 81 million pounds in 1940. 

This compares with staple fibre output in 1932 
of only 1.1 million pounds, rising in 1936 to 12.3 
million, in 1937 to 20.2 million, in 1938 to 29.8 
million and to 51.8 million pounds in 1939, reflecting 
the constant and rapid growth of this particular 
branch of the industry. 

Demand for both rayon yarn and staple fibre far 
exceeded the supply last year. Not only has there 
been a much greater call for regular rayon products 
but filament yarn is increasingly needed to replace 
silk and nylon in civilian goods while staple fibre has 
taken the place of wool in many cloths. Moreover, 
rayon has gone to war with a vengeance. 
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Last year Army needs for rayon amounted to 
over 25% of the yarn production; the Navy also 
required considerable poundage and 4% of the 
annual output has been set aside for export to Latin 
America to help bolster our Good Neighbor policy. 


Important War Role 


Most important among military needs is_ the 
Army’s growing demand for high-tenacity yarn for 
tire cords. The Government, through conversion of 
production facilities, is presently aiming at increas- 
ing their output from fifty to one hundred million 
pounds annually and a further step-up to 150 
million pounds is envisaged when our synthetic rub- 
ber program swings into high gear. Additionally, 
rayon yarn is used for parachutes, shroud cords, 
self-sealing gas tanks, electric wire insulation on 
warships and war planes, for tarpaulins and many 
types of clothing. In short, demand, both military 
and civilian, is only restricted by capacity. Even 
tighter than the yarn supply situation is that for 
staple fibre which must now fill the gap created by 
restrictions on the use of new wool. 

Assured of excellent markets in war and peace, 
and with few conversion problems when the industry 
returns to a peace-time basis, rayon 


fields which owing to the exigencies of war could not 
be immediately or fully exploited. It is here that the 
industry hopes to progress most after the war. This 
applies especially to staple fibre and extra-strength 
yarns. Important progress in these fields has already 
been made under the spur of war necessity. Just to 
what extent these gains can be extended—and new 
business retained—after the war, remains to be seen 
as stiff competition from other fibres, now replaced 
by rayon, must be expected with the return of 
normalcy. However, prospects are generally judged 
optimistically. Rayon, as a chemical product, en- 
joys great competitive advantages over natural 
fibres. Its output can be controlled and sharp price 
fluctuations usually avoided as raw material prices 
are fairly stable and selling prices are normally 
geared closely to costs. Furthermore, improved 
equipment and manufacturing economies accruing 
from greater output are likely to extend the secular 
downtrend of rayon prices, thereby strengthening 
the competitive position of the industry. 

But there are other factors which enter the situa- 
tion. Take f.i. rayon cords now heavily favored by 
the Army and, even before the war, successfully used 
in heavy duty tires. Rayon cords in tires are un- 
doubtedly here to stay but another question is how 





shares naturally offer interesting 


possibilities. In common with indus- | ‘!,000) 
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trial earnings in other fields, war- 
time earnings of rayon concerns are 
bound to be affected by war-time 
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factors but satisfactory results are 600 
indicated for the duration. Profit 
margins should continue well main- 
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tained as price ceilings are adequate 
and no increase in raw materials 
costs is foreseen. However, con- 


version of about one third of their 400 
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facilities to the production of low- 
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dollar volume of the viscose pro- 
ducers. Acetate makers of late have 
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experienced difficulties in obtaining 
adequate allocations of needed 
chemicals. With further expansion 
of production facilities for the pres- 
ent precluded, important sales gaigis 
cannot be expected and a moderate 
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decline of 1943 gross appears likely. 0 
The extent of tax increases—if any 
—and of provisions for conting- 
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encies will, however, be the most 
important determinants of final 
1943 net. 

As to the post-war outlook, different and interest- 
ing viste open. In spite of steady expansion in the 
past, the current capacity is by no means held exces- 
sive. Rather, the industry is looking forward to 
continued growth and development in line with 
widening demand and further diversification of its 
products. Recent important improvements, the 
fruits of unremitting research, have opened new 
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far they will be able to replace cotton cords after 
the war. This it would seem to depend first of all 
on consumer acceptance of a higher-priced tire for 
everyday use, i.e., not heavy duty purposes. Also 
on the post-war status and importance of our syn- 
thetic rubber industry and its participation in the 
tire business, on the success of the cotton industry in 
developing cotton cords comparable in strength and 
efficiency with rayon cords, and last but not least on 
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price relationships between rayon and cotton cord 
tires, of importance especially in the huge passenger 
car field. Quality which launched rayon into the 
tire cord business, counts heavily in its favor while 
price may tip the scale for cotton. 

Then there is staple fibre, an ever more versatile 
blending material with wool, linen, cotton, etc., 
which has become a great favorite especially in the 
apparel industry. Of late it has been widely used as 
an efficient substitute for wool, due to shortage of 
shipping to import sufficient raw wool, and 
especially abroad great strides have been made in its 
use and adaptation. Once the factors responsible for 
the present curtailment of the use of new wool are 
eliminated, the wool growers can be expected to make 
strenuous efforts to regain their market. Price and 
versatility in its utilization certainly favors staple 
fibre and quality may eventually become a moot 
point, what with constant progress in improving the 
fibre. However, habit, tradition, certain deep rooted 
conceptions of quality standards may turn out to be 
unexpected and perhaps important aids to wool 
growers in their competition with staple fibre. Still, 
the latter can be depended upon to become an ever 
more important factor on its own merits, especially 
in the women’s apparel field. 

As to filament rayon yarn, the industry’s most 
important product, its post-war future is both 
secure and promising. ‘Tremendous progress has 
been made in improving both viscose and acetate 
yarns, and their markets in the past few years have 
become greatly enlarged. A third type, cupram- 
monium yarn, exclusively made by Bemberg, has 
remained a small factor although it met with great 





Manufacturing Rayon Moire cloth in one of the ultra-modern plants 
of Celanese Corporation. 


popularity due to its high quality, great elasticity 
and silk-like features. Viscose yarn, because cheapest, 
is especially used for knitting goods but lately, 
owing to improvements in quality and uniformity, 
has found wider markets among the weaving trade. 
Acetate yarn is especially suitable for the manufac- 
ture of sheer goods and demand for dress materials 
jumped sharply in recent years. Acetate output in 
1941 was no less than 41% of the total rayon yarn 
production compared with only 8% in 1930. This 
trend is likely to continue for some time. While 
cost differentials formerly favored viscose yarn, 
these are now virtually eliminated and selling prices 
of both yarns are now closely competitive. 


Disturbing Elements 


Gratifying as it is to the rayon industry, the very 
great expansion it underwent, and is still likely to 
undergo, both in point of capacity as well as diversi- 
fication of products and intensification of their use, 
carries in itself a hazard heretofore hardly known 
to the industry. It is infinitely greater sensitivity 
to the often violent cyclical fluctuations of the tradi- 
tionally volatile textile industry. To the extent of 
its greater importance to the textile field, the rayon 
industry henceforth is bound to share these fluctua- 
tions, having become a major component of the 
textile industry. It will be increasingly sensitive to 
changes in consumer income and general economic 
conditions, and especially in slack times when 
demand may fall considerably below its swollen 
capacity, there may be outbursts of serious intra- 
industry competition with their accompanying dis- 
locations. These possibilities 
are of longer-range character 
but nevertheless very real 
although they hardly apply 
to the immediate post-war 
years which are likely to 
profit from the tremendous 
pent-up demand at home and 
possibly large shipments 
abroad. 

Also there is the question 
of other synthetic fibres 
which, while still mostly in 
the development stage, may 
eventually compete not only 
with the natural fibres they 
were meant to displace but 
with rayon as well. Nylon, 
successful silk substitute, has 
gone to war but with the re- 
turn of peace may hamper the 
further development of extra- 
strength rayon yarns. Glass 
fibre, casein fibre and staple 
fibres made from redwood 
bark and peanut protein may 
eventually compete with rayon 
staple fibre. Indeed there is 
such a plethora of new syn- 
thetic fibres, none of course as 
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Some of the many products made from Celanese plastics. 


strongly entrenched as rayon, that it is quite im- 
possible to envisage their future status and pros- 
pects. 

While no material expansion of capacity may be 
called for after the war when most of the capacity 
now working on war orders will be freed for civilian 
production, the rapid pace of new discoveries and 
technical improvements may necessitate relatively 
frequent investment in new machinery or plant 
changes. This may affect earnings to some extent 
although no estimate of such expenditures is possible 
today. 

Summing up, it may be said that the post-war 
outlook for the rayon industry is bright and promis- 
ing but not entirely without potential disturbing 
elements. With keen competition among the various 
fibres, natural and synthetic, a foregone conclusion, 
fully satisfactory operating returns 







has advanced 83% over the 1942 low, the average 
of leading rayon equities rose 90%. Similarly, our 
Combined Index stands now 5.5% above the 1939 
high while the. average of leading rayon shares is 
21.6% above this high. Our Index is still 38% 
below the 1937 high but the average of leading 
rayon shares is only 22.6% lower. To judge by cur- 
rent prices and yields, the market undoubtedly has 
discounted the war possibilities inherent in this in- 
dustry as well as part of the post-war prospects. 
To what extent the latter has occurred, is difficult 
to say but it seems reasonable to assume that the 
market has by no means gone all out to discount 
future prospects. 

The 1942 results of leading rayon companies were 
generally in line with earlier estimates. 

AMERICAN ViscosE Corporation, first ranking 
unit of the industry and largest producer of viscose 
yarn and staple fibre with an annual production 
capacity of 225 million pounds, reported substantial 
gains in sales and operating income as the result of 
recently enlarged plant capacity. Net sales rose 
12.1% to $90.32 millions, leaving profit before taxes 
of $20.60 millions against $14.38 in the preceding 
year. Costs increased only 5.8%, reflecting more 
economic operations, but taxes rose steeply (116%) 
with advancing operating income, leaving net profits 
of $5.59 millions equal to $2.53 per common share 
(excluding $1.15 millions post-war credit of excess 
profits tax) compared with $7.99 millions or $3.92 
per share in 1941. Including the above post-war 
credit, net amounted to $6.74 millions or $3.20 per 
share. Profit margins in 1942, though still some- 
what below the industry level, showed a noticeable 
improvement, the result of a higher rate of ma- 
chinery activity. 

The company’s financial position continued ex- 
ceptionally strong. Despite expenditures of $4.40 
millions for additions to plant and equipment, net 
current assets increased $2.51 millions to $50.80 
millions. Current assets were $70.40 millions includ- 
ing $8.81 millions cash, $25.72 millions marketable 
securities and $14.52 millions tax notes. Current 
liabilities amounted to $19.59 millions. During 
1942, the company sold 207.7 million pounds yarn 
and staple fibre. This compares with a total U. S. 
consumption in 1942 of 620.6 million pounds. 

In the wake of the completed expansion program, 
dollar sales in 1943 may (Please turn to page 51) 





may be expected only under favorable 
general economic conditions. Among 
textile shares, leading rayon stocks 


Statistical Recorded Rayon Companies 


1936/39 1936/39 Recent Earnings Recent Dividends 

















< Av. Net Av. Div. Per Share Per Share 

have come nearest to occupying invest- Name of Company Per Sh. Per Sh. 1940 1941 1942 1940 1941 1942 
hy ge Am. Viscose Corp ............--+ 2.34 None 3.85 3.92 a2.53 None 1.00 2.00 

ment status as good ore 2 More Celanese Corp. of America.. 2.05 61.06 3.39 3.43 3.42 ¢1.25 2.00 2.00 
recent years combine with exceptional Industr. Rayon Corp...........+- 1.17 1.27 3.15 3.04 2.64 2.00 2.50 2.50 
growth prospects. The past year wit- No. Amer. Rayon Corp......... 2.97 2.00 3.18 3.34 E2.50 2.50 2.50 2.25 
1 b t ti ] b ‘ of “ American Bemberg ..............--- None 1.92 d0.003 £2.25 None None None 
— aenia“einensans bic sie Pe rayon American Enka Corp. aes 4.31 5.11 4.76 E5.00 5.00 4.50 3.50 
equities and numerous portfolios hold Tubize Chatillon ......s.:-sssee0 None e1.24 0.86 E1.00 None None None 


some stocks of this important group, 
primarily for the long pull. During the 
market upturn in progress since last 
year, rayon shares have been well out 
in front. While our Combined Index 


E—Estimated. D—Deficit. 

a—Exclusive post-war credit of $1,156,000. 

b—Does not include stock dividend of 1/12th share in 1940 and 1/40th share in 1939. 
c—Plus stock dividend 1/12th share. 

d—After special charges of $1,475,607. 

e—After contingency reserve equal to —.34 per share. 
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Charles Phelps Cushing Phote 


By E. K.T. 


President Roosevelt's “hold the line” order on price 
and wage inflation is a political bombshell that 
should go far to clear the air. The Farm bloc will 
now subside—but wait to see if Roosevelt action on 
wages is as tough as Roosevelt words. 


Enough, on Time, promises to be the record of indus- 
trial alcohol production for wartime needs. The 
1943 outlook, based on WPB data, shows supply of 
this essential product will not be, as first forecast, 
“too little, too late.” Estimates of minimum pro- 
duction this year run to 490 million gallons, with 





Washington Sees: 


Failure of the Senate to muster sufficient votes 
to over-ride the President's veto of the Bank- 
head farm parity bill was a direct blow to John 
L. Lewis. 





Had Congress acted otherwise, Lewis and his 
United Mine Workers would have had fashioned 
for them a weapon with which to beat back the 
opposition to a $2-a-day wage increase de- 
manded by the miners. It it were not inflation- 
ary to boost the income of agriculture (Py the 
devious method of ignoring certain of the fac- 
tors that contribute to that income), it could be 
argued with validity that a boost in mine pay 
would be equally without danger to the economy 
of the country. 


Sectional interest, plus political motive, ordi- 
narily could conspire to amass votes sufficient to 
overcome the veto. Those votes would be avail- 
able if the issue were divorced from the mine 
pay problem. But in this instance Lewis was the 
silent, even unwilling, helpmate of the President. 
The recommittal robbed the bushy-browed labor 
chief of a potent argument; drove him back to 
his now most likely compromise: full pay for 
aours ig in from mine portal to mine portal, 
instead of compensation only for work per- 
formed at the actual "diggings." 
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maximum use set at 510 million gallons (there was a 
stock pile of 54 million gallons at the year’s be- 
ginning). 


Shipping Damage claims last year amounted to one- 
half cent for each dollar of freight revenue and are 
continuing their downward course, the ODT finds. 
Twenty years ago, loss and damage claims took 
nearly five times that share of revenues. Reflected 
are not only increased efficiency on the part of 
shipper and carrier, but also realization that not 
only do loss and damage waste shipping space, but 
also often they destroy items irreplaceable in war- 
time. 


Yukon's Yield of minerals in a second “rush,” less 
dramatic than the original trek, will supply ores this 
year from placer operations and dredges abandoned 
years ago as worked out, the Department of Interior 
forecasts. Tin, mercury, tungsten, nickel, copper, 
platinum — in fact almost the entire catalog of 
minerals—are coming out of the ground that yielded 
the once kingly, now relatively lowly, supply of gold. 
Alaska again is repaying, with interest, its original 
seven million dollar cost. 


Repair Parts for motor trucks are dwindling to the 
point where Congressional investigation to force re- 
lief is indicated. Senator Pat McCarran of Nevada, 
will sponsor that step. In the Baltimore area alone, 
ODT finds, lack of replacement parts is tying up 25 
per cent of motor carrier facilities. Complete sta- 
tistics are unavailable, but the Eastman office be- 


lieves western states will be found even harder hit. . 


Relaxation of WPB rules is sought. 


National Income reached the record level of $119.8 
billions in 1942 and the value of production topped 
all previous records, at $151.6. Products for war 
purposes accounted for 32 per cent of the total as 
against 10 per cent in 1941. Based on present 
legislation and policies, Secretary of Commerce 
Jesse Jones sees an eventual $140 billion national 
income, a gross national product of $180 billion. 
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Insight to the thinking of military and production 


announcements. Discernible has been an easing off that invites 
optimism. 


The “sound but lean" economy for the home front means some 
civilian goods, refrigerators for example, are going back into pro- 
duction. Inescapable conclusion is that the na nation is over the pro- 
duction hump on many items. Otherwise, with an eight per cent reces- 
Sion in war production, shifting of more facilities to civilian goods 
couldn't be countenanced. 















































Housing, too, moves in the direction of private enterprise 
with banks and investors encouraged to re- -enter the field under the 
urge of preference ratings and materials allotments. War worker 
occupancy remained a condition, but the invitation to private financing 
is significant. 


























And, Anthony Eden's visit to the White House was essentially 
a for post-war talks, not military in nature. Roles of the four Allied 
powers in the future “world were assayed, the problem of stabilizing 
the post-war French Government was examined, placating China after 


Churchill's omission was worried over. 














But most significant, perhaps, was the call of delegates for 
3 an international food conference with an agenda heavy with after-the- 
war topics. Russia will be represented. 























House votes on tax methods were straws in the wind. They 
proved not that the Congressmen love pay-as-you-go ) less, but that 
they hate the Treasury method more. The Carlson-Ruml amendment was 
defeated | by fewer votes than were caSt against recommitting the bill. 




















Proposal by Senator John Bankhead that the Treasury pay for 
newspaper space used to advertise war securities S will split Congress 


as well as the press, probably doom the legislation. 




















Bankhead's Alabama is rural — and the lion's share of the 
lineage would go to weekly and small daily newspapers. The plan is 
designed to offset loss of normal advertising revenues, but the sponsor 
flares up at the suggestion of "subsidy." 








There's little in the bill for papers in the larger zones of 
circulation and influence, ~ and the press, having fought paternalism 
and subsidy on on the broader front has a precedent to follow. Publisher 


groups will "think twice" before acting. 
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theory that an army "moves on its ee and will carry it into 
Civilian supply. He has ordered the guayule rubber program cur- 
tailed to minimize interference with food-for-victory. Tires will 
give way to food in the face of the dominant need. Much rich land, 
tilled and irrigated for guayule, will go back to original farm 


owners or be offered for lease. 
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The war contract broker is slated to join the ranks of extinct 
i professions. Disclosure that one manufacturer's agent netted more 
last year than the corporation that employed him spotlighted what 
Congressmen regard as a flaw in Federal procurement. 














: Taxpayers money appropriated for material has been going 
: into brokers tills in ever-increasing amounts. Statistics on fees 
paid over the years “trace a trend that Congress intends to check. 
They are: 1939, $357,067; 1940, $587,525; 1941, $1,936,799; 1942, 
$4,407,370. 
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For what it may be worth in a nation whose organized labor is 
reluctant t to observe a 48-hour work | week and whose farmers compete € with 
the military forces for manpower, 0 Wit I has as culled these facts from 
German official reports: prevailing work-week in ‘in Nazi industry, 56 to 66 
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hours; average number of hours a week worked by farm labor, 78.8. 








The United States Treasury marked an important date on its 
calendar Ap April 7-The 10th anniversary of the return of legalized beer— 
and reviewed with satisfaction the financial results of the past decade: 
Federal beer taxes collected up to March 1, 1943, $2,728,188,578. 




















The seething issue of discriminatory freight rates by geograph- 
ical regions has boiled over and is sending Congress headlong into 
another intersectional strife. Rates on commodities moving out of New 
York, for instance, are as much as 75 per cent below rates on the same 
goods from some southern origins. 




















Uniform freight rates, say Southern Congressmen, are the key to 
solution of transport inequities. But that over-simplifies the problem. 
Differing levels are the result, not the cause, of conditions existing 


in the high rate, low co cost-of-production zones. 























Called to Washington to testify before the Iruman Committee, 
John L. Lewis seized the forum to send speeding Shafts toward his 


preferred target, Ue. | RG Steel Corporation, and to grumble about "war- 
swollen profits." “It wi was no surprise that Lewis told but one side of the 


story. — 


In 1941, U. S. Steel paid its workers 628 million dollars, 
whereas 1942 payroll was 783 million dollars—an increase of 25 per cent; 
in 1941 federal taxes were 169 million dollars, in 1942 they amounted 
to 204 million dollars—an increase of 21 per cent. Owners of preferred 
and common stock received the same amount each year—70 million dollars. 
And carried forward for future needs was 56 million dollars in 1941, 
and 12 million dollars in 1942—a decrease of 72 per cent. 





















































Conversations between Washington and London economic experts 
has produced one suggestion which even the "planners" here are hesitant 
to accept. Export trade by industries, instead of by individual firms, 
is among Britain's export plans. 


London may go farther. Nationalizing of the export trade has 
been hinted and Washington reaction asked to a policy which declares | 
“exporting for the sake of exporting will no vomaer be countenanced if 
it is against national or international interests." 
































National service legislation is unlikely unless, and until, the 
need for universal draft becomes measureably greater. Virtual certainty 
that it would be given "pocket veto" at the White House safeguards this 
forecast. 














Manpower Chief Paul V. McNutt wants voluntary system prolonged 
(except for men of military age); and his friends and foes, both, on 
Capitol Hill, favor giving him more rope—for differing reasons. Power- 











- ful religious groups and women clubs will fight it to the end, would 


hamstring it in the courts. 


Old-timers recall retirement to private life of many Senators 
and Representatives, quarter of a century ago, because | they were blamed 
for zooming Federal appropriations—members of the "Four Billion Dollar 


Congress." 


By June 1944, Secretary Morgenthau predicts, the national debt 
will have risen to $210,000,0 00,000. The cost of servicing that load 


will be four billion dollars annually. Total Federal government 


receipts in 1936 was four billion dollars. 
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ERNE RY SE 


Considering the Positions of All Securities From 
Mortgage Bonds to the Common Shares 


BY PIERRE R. BRETEY 


| = in 1942 Erie paid a $1.00 dividend on its 
Common and Certificates of Beneficial Interest, 
many were the jibes of the financial scribes. For 
one of the perennial jests of Wall Street had been 
that under no circumstances would Erie Common 
ever pay a dividend. Yet few were the financial 
writers who emphasized that Erie had undergone a 
rather drastic reorganization and that the dividend 
actually paid was to an entirely different issue— 
one which had been distributed to holders of the old 
refunding bonds. No miracle had come to pass. 
On the contrary, the dividend was a tribute to the 
thoroughness of the reorganization, for which 
thoroughness the ICC is entitled to full credit. The 
accompanying table will attest to the effectiveness 
of the reorganization. 

It is true, of course, that the reduction of both 
debt and charges was not as drastic as some of the 
reorganizations of the larger Western roads where 
charges were reduced some 75 to 80% — or as 
drastic as the Soo and Western Pacific where in 
the former case fixed charges have been entirely 
eliminated, and in the latter, assuming full pay- 
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H. W. Fechner 


The present Erie is 
modernized in equip- 
ment, improved in 
roadbed and new in 
capitalization. The sys- 
tem is compact and 
the small amount of 
short-haul branch mile- 
age is a financial 
advantage. 
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ment to the R.F.C. and the non-issuance of any 
first mortgage bonds, fixed charges will also have 
been entirely eliminated. Yet a reduction of over 
53% in charges is sufficient to re-establish the 
Erie’s credit especially when taken in consideration 
with the relatively steadier earnings available for 
fixed charges in the past decade. 

The Erie is one of the four important New York 
to Chicago trunk lines. Its system is compact, 
principally main line, and consists of some 2,242 
miles of road. It is essentially a freight carrier 
with 88% of the company’s revenues being derived 
from freight in 1942. In point of tonnage, coal 
and coke is the largest item averaging almost 40% 
of the whole, with manufactures and miscellaneous 
a close second. In point of revenues, the latter of 
course is of greatest importance. As of Dec. 31, 
1942, the company owned 789 locomotives, 26,141 
freight cars, '788 passenger cars, 237 units of float- 
ing equipment, including 5 ferries and 12 tugs, and 
1,083 units of service equipment. 


Short Receivership 


According to industrial surveys completed in 
1940, equipment, roadway, track and structures 
were adequately maintained. However, because of 
difficulty of securing certain materials in the war 
period the ICC has permitted the road to charge to 
maintenance of way and structures expenses in 1942 
the sum of $200,166 and to create a cash reserve to 
provide for such work when materials become avail- 
able. 

Erie has more than kept pace with the territorial 
growth of its region and has done uniformly better 
than all class I roads. 

On January 18, 1938 the Erie, laboring under 
the almost impossible burden of $14 million annual 
fixed charges, and being refused assistance by its 
parent company, Chesapeake & Ohio, finally sought 
refuge of the Courts. After one of the shortest re- 
ceiverships on record, the Erie emerged on Dec. 22, 
1941 with a streamlined capitalization. 

Ordinarily there is a normal sequence of events 
when a road becomes bankrupt. Prior to actual 
bankruptcy, the average road skimps on mainte- 
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nance. 


Property becomes run down. Following 
bankruptcy large sums are spent for rehabilitation. 
Then operating efficiency is restored and is reflected 
in more normal maintenance and transportation 
ratios. This cycle was not adhered to by Erie. First 
of all, earnings were reasonably well maintained in 
the 30’s and there was little need of skimping on 
maintenance. When finally Erie did go into re- 
ceivership, in only one year, 1938, did the Erie in- 
crease its maintenance and transportation ratios. 
Even in 1939 while still in receivership, operating 
ratio was reduced to normal proportions, indicating 
the absence of necessitous large scale rehabilitation. 

This in essence, is the background of the Erie, its 
traffic, distribution of revenues and reorganization 
experience. We now turn to a consideration of the 
individual securities of the road, and of its future 
prospects. 

There are but two senior issues of the Erie, if we 
eliminate the $10 million serial note issue currently 
being distributed and also eliminate the undisturbed 
underlying obligations. These two issues include the 
Ohio Division Ist 314’s of 1971, rated A, and at 
current levels of 100 offer a yield of 3.25%. This is 
an excellent investment issue, a first lien on 551 miles 
of road, which mileage contributes 44% of system 
gross income. Average earnings of this division in 
the period 1931-1940 inclusive was $6.5 million as 





Operating Ratio Percentages 


























Maintenance Transportation Operating 
1929 34.4 36.5 75.6 
1932 31.7 36.4 75.7 
1935 28.1 37.5 72.9 
1937 28.4 37.8 72.7 
1938 32.1 41.3 80.7 
1939 28.9 37.8 73.1 
1940 27.4 37.6 71.2 
1941 25.5 38.5 69.4 
1942 25.6 33.0 63.5 








compared with $690,028 of charges. In view of this 
coverage, and in view of the recent Supreme Court 
decision reaffirming absolute priority, this bond 
would appear to be entitled to a higher rating. It is 
an issue well worth inclusion in investment port- 
folios. , 

The other issue is the larger, Ist consolidated 
4’s, 1995 rated B-1 plus, selling currently at 9614 
to yield 4.16% to maturity. There has been satis- 
factory coverage in the past ten years, charges 
being earned in excess of twice in all but two years. 
In only one year, 1938, did earnings fail to cover 
charges in full. Expenses were extraordinarily large 
incidental to heavy rehabilitation of the properties. 
Fixed charges of the Erie, as presently constituted, 
now absorb but 8.5% of average annual pre-war 
gross and compare favorably with other higher 
credit rails in this respect—such as Union Pacific 
and the Pocohontas rails. The road may now well 
be characterized as one almost impervious to depres- 
sion influences and when seasoned, this mortgage 
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| reduce charges at an accelerating rate. 








Earnings from 1933 Through 1942, Applied to New Capitalization and Adjusted to 
Provide for Serial Maturities of $500,000 per Annum 


Bal. Avail. Inc. Int. Bal. Avail. Pfd. Div. Earn. Bal. 
Fixed Times for Inc. Income Times Overall for 393,800 Require- Per Shr. Bal. for Per Com. 
Charges Covered Int. (a) Interest Earned Coverage Pfd. Shrs.(b) ments of Pfd. Common Shr.(c) 

2.30 $6,254,053 $2,269,033 2.75 1.66 $3,728,103 $1,969,000 $9.46 $1,759,103 $0.71 

2.07 4,658,406 2,269,033 2.05 1.49 2,132,456 1,969,000 5.41 163,456 .07 

2.04 4,495,315 2,269,033 1.98 1.47 1,969,365 1,969,000 5.00 5 ee 

2.48 7,521,504 2,269,033 3.31 1.80 4,999,554 1,969,000 12.68 3,026,554 1.23 

2.08 4,729,006 2,269,033 2.08 1.50 2,203,056 1,969,000 5.59 234,056 .09 

0.58 Def. 2,269,033 Def. Def. Def. Def. Def. re 

1.79 2,759,604 2,269,033 1.21 1.29 233,654 1,969,000 0.59 ror 

2.06 4,588,524 2,269,033 2.02 1.48 2,062,574 1,969,000 5.23 93,574 .04 

3.21 12,389,232 2,269,033 5.46 2.31 9,863,282 1,969,000 25.04 7,894,282 3.22 

3.68 15,592,954 2,269,033 6.87 2.66 13,067,004 1,969,000 33.18 11,098,004 4.53 





(a) Prior to income interest there is set aside a capital fund of $1,625,000, a sinking fund of $300,000 for the 


consolidated mortgage bonds, sinking 


fund of $180,000 for the Ohio division bonds and annual charge of $500,000 for serial maturities or a combined total of $2,605,000 
(b) Sinking fund of $256,917 (2 of 1%) annually on income bonds is deducted prior to earnings available for preferred stock. 
(c) Equity capitalization consists of 446,101 shares of common and 1,999,700 certificates of beneficial interest representing equivalent number of common 


shares in escrow until Jan. 1, 1945. 





should rate among the highest credit issues in the 
rail industry. This is also an issue to be added to 
the investor’s portfolio, offering both greater than 
average yield, and possibilities of moderate appre- 
ciation. 

Following these two mortgage issues is a General 
Income 4% issue, maturing in 2015. Lien posi- 
tion is fair, junior to the two mortgages described 
above. There has been full coverage for this issue 
except in 1938, when, as previously explained, the 
road spent heavy sums for rehabilitation purposes. 
On an overall basis coverage was satisfactory. It 
should be borne in mind that earnings as set up in 
an accompanying table are after setting aside the 
following deductions, none of which are considered 
fixed charges by solvent roads: Capital Fund, $1,- 
625,000; Sinking Fund 1st Consol. 4’s, $300,000; 
S. F. Ohio Div. 1st 314’s, $180,000; Serial Note 
Maturity, $500,000. These charges are actually in 
excess of Income interest requirements of $2,269,033 
per annum. 

There are two factors operating to influence 
Erie’s equities—both preferred and common stocks. 
. . . One of these is favorable, the other adverse. 
These twin factors are (1) large Sinking Funds and 
serial maturities which parenthetically serve to 
operate as a stabilizing market factor for the bonds 
and (2) the incidence of taxation, full brunt of 
which falls on the equities. As already noted, Sink- 
ing Funds and serial note maturities total $980,000 
per annum (included in this figure are serial maturi- 
ties of $500,000 per annum for at least 9 years) 
without considering the Sinking Fund on the Income 
bonds of $256,917 or $1,236,917 in all, and addi- 
tionally the probable retirement of certain maturi- 


_ ties without resort to refunding. The company has 
| to meet $12,902,000 in maturities up to 1950. 


Combination of these reasonably heavy Sinking 
Funds and bond retirements, should serve to reduce 
charges ahead of the equities. Management of this 
road has expressed the hope that it can continue to 
Interest 
savings from operation of Sinking Funds and serial 


| maturities combined should result in savings of some 


$50,000 per annum, without considering savings of 
$148,000 when the 1943 maturity is met out of 


_ Treasury Funds, and further savings when other 
| maturities are met. Without attempting to forecast 
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use of additional funds to purchase its obligations in 
the open market (it has been estimated that if the 
Erie used $10 million of cash to purchase its 414 % 
Income bonds at an average price of 70, it could 
retire about 1/3 of the issue and effect annual 
savings in charges of some $700,000) it would 
appear that fixed charges in the next 10 years 
should be reduced to well below $6 million and In- 
come interest reduced to $2 million or less. For 
1943 alone charges should be reduced by at least 
$500,000. Such savings in charges could, at the 
end of the 10 year period, be translated into addi- 
tional earnings of $2.50 or more on the preferred 
or a little over 40 cents or more per share on the 
common. 

The incidence of taxation is a serious one for all 
railroads, and for Erie the total last year was $19,- 
505,471 as compared with $9,175,224 in 1941 and 
$6,984,241 in 1940. 

In connection with the recent proposed sale of $14 
million of 314’s (sale of which was enjoined by the 
ICC and a $10 million serial note issue substituted 
instead) the management stated :— 

“No Federal Income Taxes were paid in respect 
of the Company’s earnings for any of the years 1933 
to 1940, inclusive, except for the year 1936 for 
which a compromise settlement was made in the 
amount of $30,000. In this connection it should be 
noted that fixed and contingent charges varied 
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Comparison of Operating Revenues — With 
Industrial Production 
1923 - 1925 Equals 100 


Erie Region Roads Production 
1923 108% 106% 103% 101% 
1929 105 101 103 126 
1932 60 51 51 67 
1935 61 54 56 100 
1937 68 63 68 130 
1939 66 60 65 124 
1941 86 79 88 179 








between $15,111,835 and $13,598,436 during the 
nine calendar years 1933-1941 and were reduced 
ander the Reorganization Plan and by debt retire- 
ment so that total fixed charges and contingent in- 
terest charges were $9,053,344 in 1942. If such 
reduced charges had been in effect during the years 
1933 to 1941, inclusive, the Company would have 
had to pay substantial amounts as income taxes. 

“The Company uses the invested capital method 
in computing its liability, if any, for excess profits 
taxes. In computing its liability on 1942 income, 
the Company had substantial carry-over credits 

. from prior years, so that its tax return will not 
show any liability for excess profits taxes on 1942 
income. These carry-over credits are practically 
exhausted and, consequently, if 1943 income remains 
at present levels and if the tax law is not changed, 
the Company will be liable for a substantial amount 
of excess profits taxes on 1943 income.” 

Additionally, there have been considerable uncer- 
tainties with regard to taxes due the State of New 
Jersey. The Treasurer of the Erie delivered to the 
State Treasurer (N. J.) in 1941 and 1942, checks 
representing a settlement of delinquent back taxes in 
accordance with legislation passed in 1941. The 
Attorney General is attacking the constitutionality 
of this legislation. Depending on the outcome of the 
case, Erie might be subject to additional taxes of 
‘$4,850,000. 

For 1943 Income Taxes of the road should reach 
higher levels than in 1942. Already in January of 
this year, taxes as accrued were 125% larger than a 
year ago. It would appear that due to heavier tax 
burdens earnings on the common may well be ren- 
dered from $4.53 per share to $3.25 per share, 
despite probabilities of an increase of from 15 to 
20% in gross for the entire year. 








Great Lakes All Class I Industrial | 


We now turn to a consideration of the two equi- 
ties of the Road. First is the company’s Preferred 
Stock. At the end of 1942 there were 393,800 
shares outstanding. Reference to accompanying 
table will indicate reasonably good coverage on this 
Preferred Stock. Only in two years, 1938 and 1939, 
did the company fail to yield the full $5.00 require- 
ment. Ultimately, should the Road continue its 
policy of debt retirement and reduce fixed charges 
in line with our forecasts, we would anticipate high 
investment rating and as a consequence higher prices 
for this issue. At the present time the stock is yield- 
ing 10144% at current levels of 48. The yield 
afforded is excellent, and we believe that the stock is 
entitled to sell at considerably higher levels over the 
longer term. 

There are two limiting factors applicable to Erie 
common, the first being the psychological handicap 
of the recent receivership. In time, however, this 
limiting factor will be overcome, and in fact, it is 
being overcome even at this writing as evidenced by 
the excellent market action of the stock over the past 
12 months or more. 

The second factor is more fundamental in char- 
acter, namely, the dependence of the road upon coal 
traffic. Revenues from anthracite and bituminous 
coal declined from $26 million in 1929 to $16.7 
million in 1941. The bulk of this decline occurred in 
anthracite, revenues declining from $15.6 million to 
$8.3 million in this interval. 

There is no question but that the secular trend of 
coal production and coal consumption has been 
downwards for the past fifteen years. There is 
reason to believe, however, that this down-trend has 
been halted, if not actually reversed due to the 
change within the oil industry itself. If in the post- 
war period we are to have the development of oil 
chemistry as promised, and thereby use oil for 
butadiene (the fundamental raw material of syn- 
thetic rubber), fuel oil prices may rise to levels far 
greater than anticipated but a short time ago. Such 
a change might well mark a revolution in the oil in- 
dustry as decisive as that in the early days of the 
automobile industry when gasoline displaced kero- 
sene as the most important consumer product of the 
petroleum industry. 

Additional fundamental factors favoring the Erie 
are (1) mileage is primarily main line with prac- 
tically no branch or feeder mileage; (2) the main 
line of the road between New York and Chicago 
avoids the larger cities where congestion and heavy 
local freight usually (Please turn to page 48) 





Changes in Interest Charges — Prior to and Subsequent to Reorganization 


interest on fixed interest debt 





Rent for leased roads 





ther charges 








Total fixed charges 
interest on contingent interest debt 





Total fixed charges and contingent interest ................:000++ 


Dec. 31, 1937 Dec. 31, 1941 Dec. 31, 1942 
$ 12,187,394 $ 12,053,890 $ 5,897,267 | 
1,988,354 1,376,099 619,062 
370,962 352,216 267,982 
$ 14,546,710 $ 13,782,205 $ 6,784,311 
4,200 65,810 2,269,033 
$ 14,551,610 $ 13,848,015 $ 9,053,344 | 
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American Air Lines 


—_— lack of sufficient flying equipment to 
meet the swelling demand for air transportation, 
American Air Lines, largest domestic air transport 
system, managed to hold its own in 1942 with net 
profits reaching a new high of $3,851,714 equal to 
$6.33 per share against $2,473,160 or $3.93 per 
share in 1941. This increase was almost entirely due 
to a profit of $1.18 millions from the sale of equip- 
ment to the Government but even without it, net 
showed a moderate gain. Total operating revenues 
were $26.98 millions compared with $26.29 millions 
in 1941. Of this, fully 80% came from passenger 
business; 12.2% was derived from carrying mail 
and 6.4% from carrying air express. Operating 
expenses declined from $19.97 millions to $19.65 
millions, reflecting improved profit margins as the 
result of more intensive use of the remaining equip- 


ment. 

1937 1938 1939 1940 1941 1942 1943 
High 327% 22 47 75 58V2 58/2 6412 
Low 7%, 8 26 4134 40 254 52 


On January Ist, only forty-three transport planes 
were left in commercial service. Federal income taxes 


| doubled, amounting to $2.75 millions, but no pro- 
| Vision was made for EPT as no such liability was 
) believed to have been incurred. This however may 


» not be so in 1943, especially if the equipment situa- 
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tion should ease. In view of rising passenger rev- 
enues, air lines may actually earn themselves into a 
tax position which may seriously affect profits. In- 
deed, the anomaly may occur that an air line may 
have more net income if it earned less from non-mail 
business. Under the tax law, as applicable to the air 
transport industry, this is well within the realm of 


| possibility but an offset may be found in the provi- 


sion of the law permitting a carry-over for two years 
of unused EPT exempton credits. 

Apart from the uncertain future tax liability, the 
more immediate outlook is further clouded by efforts 
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of the CAB to force a decrease of 10% in pas- 
senger fares. Since the air lines last summer ad- 
vanced their rates about that much, this move would 
merely amount to a restoration of the rates then 
prevailing. The Civil Aeronautics Board _inci- 
dentally contends that even under the proposed new 
rates, American Airlines could show profits before 
taxes of $7,672,790 which would compare with a 
1942 figure of $5.86 millions. Whether such an im- 
provement of earnings, or indeed maintenance of 
earnings around 1942 levels, is possible at all in view 
of the reduced flying schedules forced by lack of 
equipment, appears doubtful. For this reason, it 
would not be surprising if the fare reduction finally 
agreed upon should turn out much less than 10%. 
Regardless of earnings, the company’s dividend 
policy will probably continue conservative in order 
to conserve cash for post-war adjustments and 
capital outlays. The latter will no doubt be very 
considerable in view of the spectacular post-war 
growth envisioned, especially in the passenger trans- 
port field. However, finances are in sound condition 
and current funds sufficient to provide for early ex- 
pansion requirements without recourse to borrowing. 
Net working capital at the end of 1942 amounted to 
$12.54 millions compared with $8.32 millions the 
vear before. 


Celotex Corporation 


January quarter results confirmed expectations of 
a sizeable sales increase but taxes eliminated the 
resultant gain in operating income and net for the 
quarter ended Jan. 31 was slightly below last year’s 
period, amounting to $275,575 equal to $0.38 per 
share against $278,291 or $0.39 per share last year. 
While net before taxes increased as much as 35%, 
taxes rose 56%. In the fiscal year ended 10/31/42, 
sales rose 17.7% to $23.5 millions. Costs were well 
controlled but taxes soared 109% leaving net of 
$1.12 millions equal to $1.53 per share compared 
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with $1.75 millions or $2.51 per share in the 1941 
fiscal year. 

The company which is now heavily engaged sup- 
plying Government needs, is expected to benefit im- 
portantly from the expected post-war building 
boom. Residential building is the chief consuming 
source of its products and normally takes 65% of 
the entire output. Other industries are becoming in- 
creasingly bigger customers, notably for insulating 
board. 


Post-war growth of earnings may, however, be 


handicapped by taxes and keen competition, 

1937 1938 1939 1940 1941 1942 1943 
High 48% 19% 19% 12/2 10% 82 14% 
Low 19% 12% 7% 5 5% 6% 8% 





especially in the field of roofing materials. ‘The com- 
pany contemplates to extend its holdings of South 
Coast Corporation stock by early purchase of ad- 
ditional 93,100 shares (about 27%); it already 
acquired in the open market 18,400 shares or 8.3%. 
South Coast Corporation is the pivotal source of 
supply for the company’s basic low-cost raw mate- 
rial, bagasse, a fibrous material obtained from sugar 
cane. The financial position of Celotex strengthened 
considerably in recent years but until 1941, divi- 
dends were paid only occasionally. In 1942, $0.75 
was disbursed to stockholders, against $1.121%4 in 
1941. Working capital rose to $4.02 millions from 
$3.50 millions in the preceding year. Earned sur- 
plus at the end of October 1942 stood at $4.12 mil- 


lions. 





Climax Molybdenum 


Long a speculative favorite, this stock was pushed 
into new prominence by the war as widespread and 
successful substitution of molybdenum for increas- 
ingly scarce nickel and tungsten in many heavy-duty 
alloys promises lasting benefit to this leading pro- 
ducer, who accounts for over 70% of the world’s 
molybdenum output. Spurred by heavy war demand 
the company has been, and still is, expanding its 
facilities; nevertheless depleted inventories may re- 
strict 1943 sales gains and a moderate decline in 
earnings is likely. The 1942 sales figures were not 
revealed but profit from sales rose 89% to $24.73 
millions and operating income was $23.91 millions 
against $12.37 millions in 1941. Taxes, including 
EPT, soared no less than 242% to $9.72 millions. 
No EPT liability was incurred in 1941 but this item 
in 1942 came to $4.68 millions. Remaining net 
profits amounted to $13.39 millions equal to $5.11 
per share (exclusive post-war refund of $519,800) 
compared with $8.95 millions or $3.55 per share in 
1941. Including post-war refund, per share earn- 
ings amount to $5.31. 





1937 1938 1939 1940 1941 1942 1943 
High 41 60% 60% 412 44/2 44 48/2 
Low 242 322 345% 25% 26% 324 38%2 


For the duration, operations will no doubt con- 
tinue at capacity which would mean an annual out- 
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sufficient for fifty years. 


largely conditioned on the ability of molybdenum to | 
maintain its newly won position in the alloy field. | 


Molybdenum alloys have been widely accepted, in- 
cluding abroad, and should retain at least part of 
the field. However, once demand for alloy metals 


has reverted to peace-time proportions, molybdenum | 


will have to contend with strong competition, the 
effect of which is difficult to foresee at this time since 
no exact data on production costs are available. But 
generally speaking, the successful war-time use of 
molybdenum alloys augurs well for the post-war 


status of this metal. In 1940, about 45% of the © 


output were exported in the form of concentrates. 
Domestically, molybdenum is principally used in 
alloys for the automobile industry, but since the war, 
markets for molybdenum alloys widened consider- 
ably. Earnings normally vary with sales volume as 
prices are generally stable and costs well controlled. 
Finances of the company are in excellent shape and 
sizeable capital expenditures, past and current, are 
met from current funds. Working capital amounts 
to $15.43 millions against $11.11 last year, includ- 
ing cash of $8.11 millions against $6.16 in 1941. 
Total assets were $86.07 millions vs. $78.88 millions 
last year, and surplus stood at $20.92 millions 


against $15.77 millions at the end of 1941. Earn- 


ings in the past have been exceptional and dividends 
generous, amounting to $3.20 per share since 1939. 
This rate will probably be continued in 1943 even 
though earnings may fall below 1942. 


Thompson Products Corp. 


A leading peace-time supplier of the automobile 
industry, this important manufacturer of valves, 
pistons, connecting rods and other products for 
automobiles, trucks and aircraft is now almost 
100% engaged in war work. Significant is the com- 
pany’s increasing output of aircraft parts which, 
in a Government-owned plant operated by a sub- 
sidiary, is running at a monthly rate of $3.5 mil- 
lions and a further step-up of production is in- 
dicated as soon as additional facilities are completed. 


1937. 1938 1939 1940 1941 1942 1943 
High 28% 28% 334 38% 34 272 322 
Low 10 8, 17 2534 243%, 17% 264 


Hence 1943 output should exceed 1942 volume con- 
siderably and while renegotiation will narrow profit 
margins, results on the whole should be quite satis- 
factory. The 1942 net sales rose 43% to $60.92 
millions. Costs were exceptionally well controlled, 
and final net profit amounted to $2.05 millions or 
$6.49 per share compared with $1.72 millions equal 
to $5.86 per share. This includes a post-war re- 
fund of $478,000. Excluding this refund, per share 
earnings would be $4.87 against $5.36 in 1941. 
Operating income was $11.57 millions against $6.09 
millions the year before. 1942 taxes rose 190% to 
$7.80 millions. 
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put of better than 36 million pounds of molybdenum | 
ore. In 1941, annual production came to 27 million © 
pounds. Even at capacity, ore reserves are believed | 
Post-war prospects are | 
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The company’s fast-growing aviation parts divi- 
sion is regarded a promising factor in the post-war 
outlook. In 1941, aviation parts accounted for 40 % 
of gross sales, original automobile parts for 32%, 
replacement parts for 28%. With a strong posi- 
tion in both the automotive and aviation field, the 
company should participate fully in the excellent 
post-war prospects of these important industries. 
In the past, it enjoyed a substantial and fairly 
stable replacement business in the automotive field 
and should fare better than the average parts maker. 
This is important as earnings are primarily condi- 
tioned by volume. While earnings have been large, 


_ dividends were rather conservative to build up work- 





Low 6 





© ing capital. Last year $1.50 was disbursed against 
| $2.50 in 1941. In July last year, the company ar- 


ranged a bank credit of $18 millions to retire RFC 
loans and provide additional working capital. The 
latter at the end of 1942 amounted to $9.63 mil- 
lions compared with $8.51 in 1941. Selling cur- 


rently below the equity per common of $36.06, the 
| price of this stock appears not entirely to reflect 


future prospects which are enhanced by virtual 


} absence of reconversion problems. 


White Motors Co. 


A poor earner and dividend payer in the past, 


© the war proved quite a fillip for this old-established 
) truck manufacturer but the post-war outlook does 
| not appear so promising. The company is working 
| at capacity making special vehicles for the Army 
) including scout cars and half-tracks which are likely 


to make up the bulk of war-time sales as the manu- 


| facture of trucks for civilian use has been largely 


suspended. The company has a large backlog of 
war orders and while their re-scheduling is possible, 
resulting in some reduction of the aggregate, opera- 
tions will not be affected for quite some time. All 
together, 1943 results should compare favorably 
with last year’s when net of $3.19 millions or $5.10 
per share was realized compared with $2.75 millions 
equal to $4.41 per share in 1941. This includes 
post-war refund of $620,000. Without it, per share 
earnings amount to $4.11 against $4.41 in 1941. 


These results however are subject to renegotiation 


and no indication has been given by the management 
as to its effect, if any. 


1937 1938 1939 1940 1941 1942 1943 
High 33% 15% 15% 17% 175% 155% 21% 
6% 7 7V2 10%2 12 13% 


Finances are satisfactory. The company is main- 


| taining a relatively large working capital, amount- 


ing to $20.48 millions against $17.15 in 1941. A 
large part, i.e. $18.99 millions, consists of receivables 
whereof $14.17 millions are due from the Govern- 


‘ment. Cash amounts to $5.90 millions against $2.02 


millions last year. The 1942 sales increased 81% to 
$132.15 millions. Operating income was $23.23 mil- 
lions against $7.55 millions in 1941 and EPT con- 
sequently mounted from $3.00 to $16.08 millions. 


1943 
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The stock is cuiiéiitly selling at less than half its 
equity which at the end of 1942 was $45.74 per 
share. In view of the post-war outlook, this is not 
surprising. While the concern enjoys a good trade 
reputation, there is nothing at present to indicate its 
ability to operate consistently at a profit in normal 
times. The post-war demand for truck replacements 
is estimated at some 400,000 units but prospects of 
benefiting therefrom are no doubt compromised by 
a prospective large supply of second-hand trucks re- 
leased by the Army after the war. To broaden its 
markets, the company some time ago introduced a 
new light delivery truck but in this field too, severe 
competition is likely to be felt from second-hand 
vehicles, not to mention the leading automobile 
manufacturers already well entrenched in the light 
truck market. Replacement demand for truck parts 
which normally represents about one-fifth of sales, 
may prove a compensating though not too important 
factor in the post-war picture. Over the nearer 
term, however, prospects are good for the continu- 
ance of the $1.25 dividend. 


Borg-Warner Co. 


The 1942 results of this leading automotive parts 
manufacturer were fairly good with net profits 
amounting to $7.21 millions, equal to $3.09 per 
share compared with $7.47 millions or $3.20 per 
share the year before. This includes post-war re- 
fund of $1.55 millions; if excluded, net per common 
would be $2.42. While exact sales figures were not 
disclosed, they exceeded the preceding year’s figure 
of $119.38 by a considerable margin. Operating 
income increased 12.5% to $30.17 millions but this 
was more than offset by an advance in taxes to 
$18.20 millions from $15.46 in 1941. The company, 
fully engaged in war work, has a huge backlog of 
unfilled orders which as of March 15th amounted to 

223 millions. Hence 1943 sales should rise mate- 
rially above 1942 levels provided no difficulties are 
encountered in securing raw materials. Margins 
presumably will narrow but volume should more 
than compensate for it. Continuance of last year’s 
dividend rate of $1.60 is confidently expected. 


1937 1938 1939 1940 1941 1942 1943 
High 50% 36% 32 25% 212 28% 33% 
Low 22% 162 18% 12% 16 19% 26% 


As one of the best diversified manufacturers of 
automotive parts, Borg-Warner should be in a posi- 
tion to profit fully from the expected post-war re- 
vival of the automobile industry. Besides, there are 
practically no reconversion problems. The company 
normally supplies transmissions, overdrives, clutches, 
radiators, universal joints, carburetors and other 
vital automobile parts to virtually the entire auto- 
mobile industry. Parts volume in 1941 accounted 
for 51% of aggregate sales; 40% thereof repre- 
sented original equipment. Through its Norge divi- 
sion, Borg-Warner (Please turn to page 50) 
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The Business Cycle, National Income and Real Wages F signi 
a Fo 
dox ¢€ 
over- 
BY H. M. TREMAINE Raat 
polici 
the { 
Be the preceding issue we discussed the long term during about 60 per cent of the century and mone — 
back record of commodity prices, noted that during covered by the graph. And if we based our expecta- f fe . 
every major war there was a great price inflation tions for the future solely on the basis of past his- | offset 
followed in due course by protracted decline, and tory, it would be axiomatic to forecast that in due | 
ventured some observations on probable price trends course—perhaps in five years or eight years (nobody — 
after this war. can know) deep depression will replace the present ff 
Importantly related to the question of prices is very high activity and that to come for at least sev- [ Th 
the cyclical pattern of business activity—and in- eral years after the war. On this I will have more to 7 partl 
timately related both to business activity and prices say hereafter. -_ ; Daa vin 
are the money incomes and living standards of our One thing, in my opinion, is all too obviously B duct; 
people. The chart below pictures slightly more than demonstrated by the back record. It is this: In a f janie 
100 years of exceedingly interesting and chequered free economic system—with little or no “Govern- § highl: 
economic history, covering industrial production, per ment intervention” and under the dominance of § 1.2.4; 
capita national income and real wages. private initiative actuated by “natural eco-§ +4 
It is impossible to construct a fully satisfactory nomic law” — the distortions and dislocations mer 
long term chart of economic activity. The familiar brought about by war (especially modern “total [ of tea 
business indexes now available—such as that of the war”)—would inevitably be followed by acute and § eneaiie 


Federal Reserve Board—are based on sample data, 
go back only a relatively few years and within their 
short life have been frequently “adjusted” or revised. 
The most inclusive measure of economic activity 
would simply be the national income. If adjusted for 
price changes, that shows the real net value of all 
goods and services produced. 

The national income itself is real and tangible— 
but just how much it is rests upon some exceedingly 
complicated statistics and estimates. In modern times 
the careful estimates of the Department of Com- 
merce must be assumed to be adequately accurate, 
and anyway they are the best that we have to go on. 
But the farther back you go over the past century, 
the less assurance can you have—for in the early 
days economic and financial statistics were far less 
complete and reliable than they are today. 

The long term chart of industrial production pre- 
sented here is that used by the Cleveland Trust Com- 
pany. The base (100) is “computed normal,” 
which takes into account the long term growth of 
population and also the long term growth in the 
productivity of American industry. Thus the chart 
is well-adapted to show the swings of the business 
cycle but not the secular growth of national income 
and wealth. Perhaps the most striking fact brought 
out is the number and frequency of depressions in 
“the good old days.” We were “prosperous” only 
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prolonged depression. Capitalism can not be ex- 
pected to “work” satisfactorily during and for a 
goodly time after these upheavals of war. Therefore 
a “mixed economy”—partly capitalist and partly 
dependent upon State planning and action—must 
be with us for some time to come and probably in- 
definitely. 

It will be noted that the depression which began 
after 1929 was exceptionally severe and protracted 
and that not until the influence of large-scale war 
spending made itself felt did industrial activity rise 
significantly above “computed normal.” 

For the severity of that great depression, ortho- 
dox economists blame the First World War and the 
over-speculation of the late 1920’s; while for the 
duration of it they put much blame upon New Deal 
policies. The opposite school of economists accepts 
the first two points in this reasoning but adds 
another: They think it is inherent in the modern 
capitalist system that depressions should tend to be- 
come more severe than in the past, unless there is 
offsetting Government intervention. 


The Biggest Depression 


The argument behind the latter contention relates 
partly to the distribution of national income, “over- 
saving,” alleged inadequate secular growth of pro- 
ductive private investment, and the complexity and 
sensitivity of economic relationships in our present 
highly industrialized society. Following this line of 
reasoning, the basic New Deal economic policy— 
until the war made it obsolete in theory, though not 
yet in practice, for the duration—was the fostering 
of increased consumer purchasing power among the 
masses and to discourage by a variety of means 


(especially taxes) the accumulation of “stagnant” 
savings. 

For what it is worth, an increasing number of 
economists—and of “liberal” business men—have 
come to accept this economic philosophy, at least in 
substantial part. The real basis of debate now and 
in future is not Government intervention versus no 
Government intervention; but the degree, intel- 
ligence and effectiveness of such intervention. Even 
if one concedes that private enterprise can not be 
the whole story in a present day economic system— 
with or without war conditions — it can still be 
validly charged that the maximum potential of 
capitalist activity could not be attained under New 
Deal policies as administered with undisguised dis- 
trust of, and hostility to, private business. 

Certainly in one respect there is an inherent tend- 
ency for highly productive capitalism to run into 
deeper depressions than in earlier times, without 
balancing or supplementary Government interven- 
tion. In the most primitive societies there is, of 
course, no “economic cycle.” There may be flood or 
drought or other natural disaster, but no business 
cycle. The reason is that the people are continuously 
occupied in obtaining the bare necessities of life for 
which demand is not postponable. At the opposite 
extreme is our modern “luxury” economy, in which 
during time of peace a major portion of total pro- 
duction centers on goods and services that people 
do not have to have for subsistence at any given time 
or on any regular schedule, and for which the market 
demand is postponable for long intervals of time 
when something—whatever it may be—upsets the 
economic apple-cart, people get scared or cautious, 
and the “deflation spiral” sets in. Perhaps the 
simplest way to put it is (Please turn to page 47) 
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Promising Leverage Stocks 


Five new recommendations, and another look at several previous ones, among 
companies with small stock capitalizations. 


BY GEORGE 


Siac leverage, a condition sometimes making 
for wide changes in per share earnings and market 
values, is a factor often imparting exceptional ap- 
peal to companies with small common stock capital- 
ization and little or no senior debt. The explanation 
is simple as a relatively small increase in income is 
bound to expand per share earnings at a much 
greater ratio than it would if senior obligations 
existed. Small fixed overhead has the same effect. 
The resultant appreciation of market values is often 
very considerable. The process of course works both 
ways but especially today such appreciation pros- 
pects are inherent in many stocks. This applies 
particularly to many small companies, normally only 
marginal earners, which have become heavy bene- 
ficiaries of war contracts and are able to report 
steadily rising earnings. Also in this category fall 
concerns now suffering from war-time restrictions 
but possessing excellent post-war recovery prospects, 
and finally companies in a position to extend 
profitably into the post-war era advantages or valu- 
able experience gained from war business or research. 

We have selected a list of 28 equities, all 
capitalized very conservatively, which we _ believe 
hold promise of benefiting from just such circum- 
stances. Some few of them which we consider par- 
ticularly attractive are discussed below in more de- 
tail. The accompanying table has been compiled 
with a view to giving our readers pertinent data on 
these selections. 


Bigelow Sanford Carpet Co. 


The stock of this company, largest domestic maker 
of rugs and carpets, should benefit substantially 
from post-war replacement demand. Due to restric- 
tions on the use of wool, normal lines were prac- 
tically discontinued and the company is now actively 
engaged in war work, however, current margins are 
below customary levels. For aforementioned reasons, 
the company in 1942 suffered a sharp decline in 
earnings which dropped to $3.52 per share from 
$6.01 in 1941. Further low earnings are in the 
offing during the first semester of 1943 but sub- 
sequently the firm should do better and the $2 
annual dividend is held secure. Yielding about 6% 
at current prices, the stock does not appear high, 
considering the excellent financial position of the 
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company. Equity per common amounts to $75.97 
per share and equity in working capital is about $44 
per share. Cash alone almost equals current liabili- 
ties of $1.98 millions. 


Bower Roller Bearing Co. 


This stock has been edging into further high 
ground and at over 33 is now close to its 1937 high. 
A leading manufacturer of all types of bearings, the 
company at present is heavily engaged in war work, 
reporting satisfactory margins and earnings despite 
heavy taxes. The 1942 report, just released, shows 
net per common of $3.54 against $3.76 in 1941. 
Dividends of $2.50 were paid last year, yielding 
8%. Earnings in the past were large and dividends 
generous, and post-war prospects promise mainte- 
nance of this enviable record. The company’s best 
peace time customer is the automotive industry 
although recent growth of industrial markets tends 
to reduce this dependence on the automobile indus- 
try. Normally, earnings are conditioned on volume 
but close cost control enables the company to show 
profits even in low operating periods. Excellent 
post-war business appears assured, not only from 
the automotive industry but also coincident with 
reconversion of industry in general to a peace-time 
basis. 


Chicago Flexible Shaft Co. 


This important maker of electric household ap- 
pliances, well known under trade names such as 
Sunbeam, Ironmaster, Mixmaster, Shavemaster, etc., 
should fully participate in the post-war revival of 
the appliance business, now practically discontinued 
as a war measure. New as well as replacement de- 
mand should be considerable. The company now 
makes tools and fixtures for war work and additional 
government orders are expected to swell their al- 
ready sizeable backlog. Plant facilities are well 
adapted to current war work and no particular con- 
version problem exists. At 71, the stock which is 
listed on the Chicago Stock Exchange, appears 
reasonably priced, considering nearby prospects and 
the promising long-term outlook. 1942 net was 
$6.34 per share compared with $8.41 in 1941, re- 
flecting narrower margins from war work. The $4 
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dividend should be continued in 1943. The company 
has an excellent financial position with cash alone 
exceeding current liabilities. 


Royal Typewriter Co. 


Prospective large post-war demand for type- 
writers the manufacture of which has been practi- 
cally discontinued for the duration, a measure which 
already is being felt severely, lends particular ap- 
peal to this equity which is listed on the N. Y. Curb 
Exchange. The company now has a large backlog 
of war orders and despite narrower margins is doing 
well. Net for the year ended 7/31/42 was $8.23 
compared with $9.19 in the preceding period. Losses 
in connection with the company’s five European 
subsidiaries have been completely written off; they 
were, incidentally, a relatively minor factor in the 
company’s business, over 80% of their sales origi- 
nating in the U. S. A. The widening demand for 
portable typewriters should further bolster post-war 
business and possibilities for profitable export busi- 
ness should exist. Earnings and dividends in the 
past were steadily on the up- 










48144. The 1942 income report just come to hand 
was fully up to expectations with net amounting to 
$6.78 per share against $5.48 last year. Sales nearly 
doubled but costs more than trebled while taxes 
amounted to $13.30 per share compared with only 
$3.49 in 1941. A special reserve for contingencies 
was set up, amounting to two million dollars. Future 
earnings progress is likely to be handicapped by 
taxes although some further improvement is antici- 
pated. While there is nothing to detract from the 
company’s excellent long-term prospects, the recent 
advance has been rather fast and it might be ad- 
visable to postpone purchases for the time being. 


Fansteel Metallurgical 


This company likewise has been discussed in de- 
tail before. The price now exceeds the 1937 high 
of 171% reflecting continued lively interest in the 
company’s prospects. The stock of course is strictly 
speculative and for long pull commitment only but 
the company’s pioneer work in powder metallurgy 
should lead to substantial rewards after the war 





trend, with $5.50 disbursed 
on the common in 1941, and 
$4.00 in 1942 when conver- 


Representative Example of Corporations with Small Common Stock Issues 


Capitalization 




































° (000 omitted) 1942 Net 1942 Div. 1937 1942-1943 
sion to war work took place. Name of Company Pfd. Debt. per Sh. perSh. High Low High Low 

ae eats eS ee "eee 5.26 3.50 85 43% 50% 39 

hes — 4 f $2.99 American Chicle Pe oak 6.57 5.00 112 90 110 69 
strong with cash 0 : Apex Electric .................... eevee 6.1116) 1.00 42% 82 12 7% 
millions exceeding current — Hiywreed ssiidlaiesbniniie itz 4.16(1) 1.80 29/2 9 19% 12% 
ae re “11: arber Asphalt ................ OE ae: cates d0.50(5) None 43% 10% 18% 6% 
liabilities of $1.63 millions. Bigelow Sanford .............. a en 3.52 2.00 69% 22% 35 18% 

Bohn Aluminum ................ 352... 1200 6.78 3.00 48% 21 53% 25 

Ruberoid Co. Bower Roller Bearing...... 0 ee E3.00 2.50 34 15% 34 25 
Campbell Wyant .............. RE cr “alae E2.40 1.25 37% 10 19% 11% 

Chicago Flexible Shaft... 180 0.0 uu... 6.34 4.00 76% 32 72 47 

The expected post-war Clerk Equipment saeieiiniis 237 17 1900 3= 4.12 3.00 48 174 39% 28 

ld: ompo Shoe Machinery.... 149 10 _........ 1.30 0.80 17%2 8¥2 11 7 

os “oe — benefit pevde & Reynolds "A"...... 151 28 58 5.04(2) 1.25 76% 29%2 27 14 
materially this maker of an _Doehler Die Casting ....... ee -onies 2.71 2.00 46% 16%2 262 16% 
extensive line of building — Pte dieceniicaasaniaa be caieicies 3.57(5) 2.40 42/2 14 272 20 
‘ansteel Metallurgical .... 206 7 70 1.87 0.25 172 4V¥2 17% 5% 
and roofing products from General Fireproofing ...... i ene 1.06 1.25 25% 102 16%2 12%2 

asphalt and asbestos, used International Silver. ........ a A - ain 5.14 4.00 52 16 44¥%, 26 
extensively not only for re- pes oe ensesecesccece = ecoe 8 = wenewace 7.09 2.00 832 18% 36/2 22% 

. : aster Electric ............. eee 3.86 1.80 25% 13% 27/2 19 
pair and improvement work pratt & Lambert ron 2.21 180 41 15 26 16% 
but for new construction as —_ Typewriter snsaiien zis aD -sielio 8.23(3) 4.00 110% 3572 59/2 36% 

well. : ubero Be catesacatectccccasen Knees 2.48 1.15 38 174% 25 16 
vell The vi ged id —— Snider Packing ............... ie 2.14(4) 1.50 29%  9%4 28% 13% 
years reported a steady sales Starrett (L. S.) Co. ........ > sou alas 6.98(1) 2.25 48  19%2 34% 22% 
increase but with govern- oe bg ono eines be sauimeeces br Lp on = Le a 
: ransue illiams .......... Schhe apbeseke 49 2.0 27% 5¥e 16% 8% 

eye now past = Wutcan Detinning ............ > «a 8.9015) 7.00 98 50 107 70 
Pe ee ee eee d—Deficit. E—Estimated. (1) Year ended 6/30/42. (2) Applicable to all stock. 


are expected to fall below 
1942 levels when $2.48 was 


(3) Year ended 7/31/42. 
(6) Earned in 1941; 1942 net should be well maintained. 


(4) Year ended 3/31/42. (5) Nine mos. ended 9/30/42. 





realized per common against 
$3.93 in 1941. Material 
shortages and ceiling prices are adverse near-term 
factors but over the longer term, the outlook is 
excellent, lending the stock particular attraction for 
the long pull. Finances are strong with cash con- 
siderably exceeding current liabilities. 


Bohn Aluminum Co. 


This stock, discussed at some length in a previous 
issue, reached recently a new high for the current 
movement of 54, thus exceeding the 1937 high of 
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when this new science should come into its own. The 
tantalum carbide cutting tools developed by their 
subsidiary, the Vascoloy-Ramet Co., also offer a 
promising field for expansion and should contribute 
substantially to future earnings. As to the com- 
pany’s main business, the processing and supplying 
of rare metals such as tungsten, tantalum and 
molybdenum, there is every reason to expect that 
the electronics industry will continue to be a large 
and important market for Fansteel products in post- 
war years. (Please turn to page 56) 
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“Late Movers" 


A recent feature of the market 
was increased demand for stocks 
which had been persistently back- 
ward during previous phases of 
the bull market, notably steels and 
coppers. According to one of the 
most widely accepted speculative 
traditions, these are “late movers” 
and belated strength in them may 
suggest that the general upward 
trend is living on borrowed time. 
However, more than one ancient 
tradition has gone by the board 
in this bull market. Demand for 
more speculative stocks reflects 
increased confidence but neither 
prices nor confidence appears to 
be at an extreme level. The 
“heavy” steels particularly are 
still in a depression market range. 


Great Northern Preferred 


The previous rapid rise in the 
shares of borderline railroads, such 
as New York Central, Southern 
Pacific and Southern Railway, 
naturally directs attention to 
Great Northern preferred. Great 
Northern would never have been 
regarded as a “borderline” road 
but for the maturity in 1946 of 
$49,711,200 of general mortgage 
bonds. This issue, it happens, is 
convertible into preferred stock 
(the company’s only equity) at 
$40 a share against a price of 
27°%4 as this is written. There is 
no incentive to convert now, but 
a $3.00 dividend on the stock 
against $2.00 at present might 
change the picture; and Great 
Northern might be able to pay as 
much as $4.00 before 1946. We 
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can’t help thinking that a share 
of Great Northern preferred at 
27°4 (compared with a February 
low of 2314) may be lower than 
a share of Southern Railway 
common at 2614 (compared with 
a February low of 17). Great 
Northern Railway earned $11.63 
a share on the preferred stock in 
1942. In the four years ended 
with 1942 it earned a total of 


In this Republic 
Aviation "ice box" 
a research tester 
makes  observa- 
tions at tempera- 
tures as low as 
92 degrees below 
zero to insure 
that the Republic 
P-47 Thunderbolt 
fighter can func- 
tion properly in 
unbelievably cold, 
rarefied air many 
miles above the 
earth. This plane 
is reputed to be 
the world's best 
in high - altitude 
fighting. Although 
now being turned 
out in substantial 
volume, no reports 
of battle-front ac- 
tion have been re- 
leased. Republic 
Aviation showed 
earnings of $1.02 
per share for 
1942, against 69 
cents the previous 
year; and amount 
set aside for 
special reserves 
slightly exceeded 
profit per share. 
Volume and net 
should be higher 
this year. 





$25.91 a share. 


more than earned the current 
price of the stock. 


Southern Railway 


Reports are being circulated 7 
that the directors of Southern 
more | 
liberal with the dividend on the © 


Railway may be much 
common stock this year. Some 
say a payment of $4 or $5 a 
share is possible. Southern earned 


$23.41 a share on the common | 
last year and paid $2 a share out | 


from 1942 earnings on April Ist. 


In 1941 and in 1942 it earned 7 
$42.06 a share. In the first two § 


months of this year net was $2.23 
a share against $1.19 a share in 
January and February of 1942. 


If the management is moved to be F 
so generous it probably will be in F 
anticipation of being able to use 7 


the common or preferred stock as 


an issue into which some future 7 


refunding bond issue may be 
convertible. The big financial ob- 
jective of the Southern manage- 
ment is thought to be a refunding 
of the development and general 
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It is a good’ 
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bonds, especially the 6s and the 
614s. Interest requirements on 
these two issues are irksome. 


Looking at Some Rail Figures 


In the midst of all the en- 
thusiasm about some of these re- 
ceivership roads it should not be 
overlooked that, in spite of good 
net figures, some of them have not 
been doing as well as average. For 
instance, taking 1929 gross at 
100, the 1942 gross of Rock 
Island was 92.8, of Chicago & 
North Western 89.4 and of St. 
Paul 105.0. On the other hand 
Western Pacific’s corresponding 
figure was 218, Seaboard Air 
Line’s 189.7 and Missouri Paci- 
fic’s 127.5. Among the solvent 
roads especially good showings 
have been made by Nickel Plate 
at 189.7, Union Pacific 162.3, 
Southern Pacific 152, Atlantic 
Coast Line 159.3 and Southern 
Railway 142.8. The average for 
all class I roads was 118.8. 


The Sugar Shares 


Sugar shares lately have been 
held back by (1) disappointing 
1943 crop quotas and crop prices 
in Cuba, (2) the enactment of a 
tax bill in Cuba which will cost 
the Cuban producers a good deal, 
and (3) by the poor shipping 
situation which prevents normal 
shipments of Cuban and West 
Indies sugar to either the Amer- 
ican or the European markets. 
It is the conviction of the trade, 
however, that 1944 will be a much 
better year. It is felt that the 
shipping situation will be better, 
that the demand for food in both 
Europe and the United States 
will be more pressing, and that 
the Philippines and Java will be 
out of production for a long time 
due to damage to mills as well as 
neglect of cane fields. 


Some think that Wesr Inp1Es 
Suear, which is about two-thirds 
Santo Domingo and one-third 
Oriente Province in Cuba, is an 
especialy desirable sugar equity. 
Costs are low, management is 
rated unusually good, relations 
with the Dominican government 
are favorable and sugar may flow 
to Britain (which is the normal 
customer of the Dominicans) be- 
fore it flows to United States. 
The stock currently sells around 
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The American People Are Saving Money 


What is going on in the securities markets? Why should stocks have been 
strong until late last week when the Government is engaging in the greatest bond 
selling campaign in the history of the world? Because the American people are 
saving money faster than ever before; and because no new securities, except Gov- 
ernment bonds or refunding issues, are being created into which to piace the result- 
ing surplus cash. The following figures were compiled by a prominent statistical 
organization from Department of Commerce statistics: 

DISPOSITION OF INDIVIDUAL INCOME PAYMENTS 
(Billions of Dollars) 


Annual Rate (1942) 
Quarters 


1939 1940 1941 Ist 2nd 3rd 4th 
Disposable Income of 
Individuals after Taxes ........ $68.3 $73.9 $88.5 $99.1 $104.8 $111.1 $120.3 
Less: Consumer Expenditures .. 62.0 66.2 75.8 80.3 79.5 82.7 85.1 














Net Savings of Individuals ...... $ 6.3 $ 7.7 $12.7 $18.8 $ 25.3 $ 28.4 $ 35.2 

Commenting on the same thing, the SEC in mid-February reported that in the 
final three months of 1942, individuals added $1,500,000,000 to the cash in their 
pockets and $3,100,000,000 to credit balances in their checking accounts. 





14. It earned $4.12 a share last 
year. Aside from 12,214 shares 
of $2.50 preferred there is noth- 
ing ahead of the 951,208 shares 
of common stock which recently 
paid an initial dividend of 50 
cents a share. Last year’s pro- 
duction was 1,739,418 bags of 
325 pounds each, which shows 
that it is no mean enterprise. 
This year’s production and earn- 
ings, of course, will be lower. 


Utilities to the Fore 


Some of the utilities have had 
notable advances, and there is a 
decidedly better feeling toward 
the industry—not always shared 
completely by utility executives 
themselves. ‘This better feeling 
no doubt is closely connected with 
the improvement in the political 
environment. Most people think 
the “death sentence” will be 
changed in some manner. In the 
meantime, utility earnings are 
holding up well in spite of the 
tax problem. 

Compromising with extreme 
safety such as might be found in 
issues like CoMMONWEALTH EprI- 
son and Boston Epison, and 
without going down into the more 
speculative holding company 
issues, perhaps CoMMONWEALTH 
& SouTHERN PREFERRED, NortTH 
AmeErRIcAN Company and ELEc- 
TRIC Bonn & SwHare preferred 
are among the more desirable 
issues. Among the lower-priced 
utility holding company shares, 
ENGINEERS Pustic Service and 
AMERICAN WaTER Works & 
Exectric would appear to offer 
better than average values. 





Comment in Brief 


A diversified group of highest 
grade stocks in each industry still 
affords a yield of about 434 % in 
spite of the recent improvement 
in blue chips. . . . Crosley Cor- 
poration stock has advanced re- 
cently on reports that the com- 
pany ought to be able to earn 
$3.25 to $3.50 a share for the 
duration; the company is said to 
be doing an excellent war job. 
, Among more painstaking 
analysts, the oil equipment 
supply issues are widely favored 
with Parkerspurc Ric & REEL, 
Byron Jackson and ReEEp 
Router Bir preferred to 
NaTIONAL Suppiy which is_re- 
garded as much more speculative 
although possessing some lever- 
age. . . . A partial list of stocks 
recently selling near or below net 
working capital per share follows: 
Pepperell Manufacturing Pacific 
Mills, Hudson Motor Car, Amer- 
ican Laundry Machinery, Mun- 
singwear, Speigel, U. S. Hoffman 
Machinery, White Motors, Mack 
Trucks, American Stores, New 
Idea, Oliver Farm Equipment, 
J. I. Case, Minneapolis-Moline 
preferred, American Woolen pre- 
ferred, Consolidated Cigar, Gen- 
eral Cigar, Bigelow-Sanford, Mo- 
hawk Carpet Mills, Bayuk, 
American Type Founders, Na- 
tional Enamelling, Intertype, In- © 
ternational Silver and Manhattan 
Shirt. , Ravio-KE!TH- 
OrpHEuM, which long has had 
production difficulties, is said to 
have made rapid progress in the 
solution of its difficulties; the 
company is understood to be back 
in the black. 
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The Personal Service Department of THe Magazine or Watt Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability of 
your broker. This service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. ; 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





American Sugar Preferred 


Kindly advise me regarding the purchase 
of American Sugar preferred 7%. Since 
it is quoted low, is there any reason of 
doubt as to payments? 

Would you recommend some other pre- 
ferred below $100.—J. H., South Orange, 
N. J. 

American Sugar’ Refining 
Company earned $8.41 on_ its 
$7.00 preferred stock in 1942 as 
compared with $8.71 in 1941. 
The company’s consolidated bal- 
ance sheet as of December 31, 
1942, showed net current assets of 
$39,484,657 as compared with 
$35,706,654 on December 31, 
1941. This is a very good finan- 
cial condition. 

For the duration, stability of 
sugar prices at relatively high 
levels would appear to indicate 
that the company will be able to 
continue to more than cover its 
preferred dividend requirements. 
The preferred stock at 100 is 
2214 points above the low price 
of 1942. The company’s strong 
financial position permitted it to 
pay its $7.00 dividend in lean 
years such as in 1938 when it 
only earned 90¢ per share on the 
preferred stock. While it cannot 
be classified as a high grade pre- 


_ ferred stock, the company should 


continue to do well for the dura- 
tion. 

A few preferred stocks selling 
below 100 on which the dividend 
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requirements appear well covered 
are: Dixie Vortex $2.50 preferred 
stock selling at 38%, Columbia 
Pictures $2.75 preferred stock at 
35, Crown Cork and Seal $2.25 
preferred at 42 and Hat Cor- 
poration $6.50 preferred at 96. 


Mesta Machine 


I never see much about Mesta Machine 
any more but I once owned 100 shares of 
it and it paid good dividends all the time 
I had it. Is it as good as it was?—J. H. B., 
Stauntan, Va. 


Mesta Machine Company for 
the year ended December 31, 
1942, showed earnings of $3.63 
after excess profits tax credit, 
(excess tax credit amounted to 
49¢) compared with $3.61 per 
share in the preceding year. Dur- 
ing recent years, producing facil- 
ities have been enlarged to meet 
increased requirements of ordi- 
nance manufacturers and to care 
for direct orders for special mili- 
tary equipment. Notwithstanding 
pursuit of a fairly liberal divi- 
dend policy, the financial position 
of Mesta Machine Company is 
satisfactory. A large volume of 
unfilled orders is on hand and a 
continuing inflow of business is 
reasonably well assured. In our 
opinion, this stock is above aver- 
age and worthwhile for higher 
prices. 





St. Regis Paper 


I am interested in St. Regis Paper & 
common as a speculative venture. In April ~ 
the Board of this corporation will either | 


cote to pay at least some of the preferred 


arrearage or decide to pass them so as to | 


strengthen their financial structure. 


Whichever way should be decided upon, : 


I would like to get the low down on this 
issue and want to know whether you 
would advise me to buy now at 2%, or to 
hold off until it is definitely known what 
action is taken, with the view to buying at 
a lower figure if the arrearage is not 
voted upon to be paid. — P. 8., Eagle 
River, Wisconsin. 

St. Regis Paper Company 
earned 33¢ per share on its com- 
mon stock in 1942 as compared 
with 71¢ in 1941. These earnings 
do not give effect to arrears on 
the preferred stock which, on 
April Ist, 1943, will amount to 
$70.00. Consolidated balance 
sheet as of December 31, 1942, 
showed total current assets of 
$11,646,215 as compared with 
total current liabilities of only 
$1,760,783, an excellent ratio of 
6.7 to 1. Cash, alone, amounted 
to $3,672,100 or more than twice 
the total current liabilities. The 
stock has advanced from a low of 
114 in 1942 to around $3.00. 

Commenting on the preferred 
stock arrears, the president of the 
company said that the manage- 
ment recognizes that continued 
improvement in financial position 
of company indicates the desira- 
bility of formulating a recapital- 
ization plan to clear up arrears 
of dividends on preferred stock. 
Nevertheless, because of certain 
unsettled matters, including 
among other things, applicable 
tax loss and the shut-down of the 
kraft mill at Tacoma, Washing- 
ton, which affects such a plan, 
the management believes that it 
is in the best interest of stock- 
holders to await a clarification of 
those matters before presenting 
such a recapitalization plan. 

While it would be purely con- 

(Please turn to page 56) 
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Per capita business activity during the 
past fortnight has risen more than a point and 
a half to a new all-time high, with all com- 
ponents of our weekly business index reporting 
better than normal seasonal improvement. 
Average for March was 127.5, against 124.3 
in February and 123.3 for March, 1942. With- 
out compensation for population growth, this 
publication's index of Business Activity rose 
during March to 154% of the 1923-5 average, 
from 151 in February, indicating a gain of 
5.8%, over March of 1942. First quarter aver- 
aged 151, compared with 144 for the fourth 
quarter and 147 in the first quarter of 1942— 
first quarter thus showing a rise of 2.9% over 
the like period last year. 

o* © 


Cost of goods produced and services ren- 
dered in the U. S. for war purposes during the 
23-month period from March, 1941, to Feb. 
28, 1943, totaled about $85.6 billion, includ- 
ing $9.6 billion lease-lend and $7 billion for 
which our Allies paid cash. Our Government's 
war expenditures during March reached the 
new all-time high of around $7 billion, raising 
our total defense-war cost since mid-1940 to 
about $87.6 billion. 


* * * 


Out of 1,479 Government-owned war 
(Please turn to following page) 
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CONCLUSIONS 


MONEY AND CREDIT—England and 
U. S. propose post-war international 
currency, linked to gold, under con- 
trol of a representative governing 


board, 


TRADE — New meat ceiling prices 
favor chain stores: squeeze higher 


cost independents. 


INDUSTRY—U. S. war expenditures 
from mid-1940 to date reach $87.6 
billion. First quarter business ac- 
tivity 3% above last year. 


COMMODITIES — Allied nations’ 
conference on post-war food prob- 
lems set for May 18. Crop prices 
sag following President's veto of 
Bankhead-Steagall bill. 
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Inflation Factors _ 
2 M. V 
SS le PRESENT POSITION AND OUTLOOK : e 
Date Wk. or Mo. Wk. or Mo. Ago 3 — 
Ea INDL 
“a eae Apr.5 $51,630 $50,015 $15,822 (Continued from page 43) c 
plants projected, 1,022 costing $4.3 billion are STEE 
| FEDERAL DEBTt (Gross) ...0..c...--0--- Apr. 5 $115,604 $115,172 $62,683 now in operation. The 1939 Census reported ; 
90,000 manufacturing and mining companies in ha \ 
' the U. S. with combined assets of around $64 5 — 
nar ead ae ee — $31,848 $32,128 $24,097 billion. A big post-war problem will be what to f _ 
ember Bank Dem. Depositsv...... ar. F : : : 
Currency in Circulationt ee eclges Mar. 31 $16,252 $16,065 $11,593 do with those Government-owned plants. eee 
* * & — 
| NATIONAL INCOME Secretary Morgenthau has called a conference — 
Total Income Paymenist............... Jan. $10,769 $11,524 $8,487 of the United Nations to talk over plans for PETR 
Salaries and Wagesf...........:.00--. Jan. 7,627 7,635 5,719 |-post-war currency stabilization. Both Eng-| | Ave 
Dividends and Interestt................ Jan 786 1,419 778 land and the U. S. have already outlined tenta- E Cr 
Total Non-Farm Incomet............ Jan. 9,643 10,244 7,662 ti —* A | sea Tot 
e, ackehen Guaek Gake.| ae. 1270 1.499 1005 ive proposals for a post-war Internationa o. 
| ee ee Cc linked ¢ Id, with international cl 
Including Govt. Paymentst (ee Jan. 1,370 1,571 1,116 ee inked to go ae in ae pa — a 
ing and currency control centered at New Yor! 
and/or London. Proponents of the plan say it Car 
FACTORY PAY PAYROLLS (di) Jan 291.2 287.9 200.7 has the great advantage of “impersonality." bi 
Opponents see in it an appalling degree of F 
| FACTORY EMPLOYMENT (di) Feb. 166.6 165.0 142.3 regimentation, endowing the directing board with Ma 
Durable Goods .......ssssssssssssssssssesees Feb 222.0 218.1 172.3 | dictatorial powers over foreign trade and the L. | 
Non-Durable Goods ..............:.0000 Feb. 123.0 123.1 118.6 internal y of ber nations. Others a 
think this would go the way of the Austro-Ger- Live 
| BANK DEBITS man Monetary Union of 1857, the Latin Mone- 
Member Banks (101) Citiesf........ Mar. 31 $12,550 $11,767. ~— $10,201_-«| tary Union and other similar conventions— GENE 
Dhow Yori NST sscsicsosessicesossossscesss Mar. 31 $4,924 $4,808 $3,935 sabotaged by rampant nationalism. Extremists — 
sense a British plot to monopolize world trade, Cie 
{ Cost of Living (c) or American machinations to make the dollar Bite 
All Items Feb. 101.8 101.4 95.1 | supreme. Port 
’ Food Feb. 110.2 109.1 95.7 * * * 
fH Housing Feb. 90.8 90.8 90.4 ’ ca t- 
Clothing Feb. 88.6 88.6 84.5 Recent developments point to rising popular — | 
a. and ROWE cscs inca re, “0% have Bin uae resentment against the Social Planners’ crusade 25— IC 
uncries . . . to level incomes. The Senate, by a vote of 74 child | 
Purchasing Value of Dollar............ Feb. 98.2 98.6 105.2 ta: Seailident te ecendile: 4 ated. tac et > f pee 
proved a revision of the House bill, originally i 7 
RETAIL TRADE passed on March 12 by a vote of 268 to 129, F No. of 
Primary Distribution __ er Feb. 150 144 po revoking the President's -earlier order limiting Issues | 
sage segees (b)........ Feb. % ss © | salaries to $25,000 net. The revised bill, now 273°C 
Totalt <snianedel Dac. 8,326 7,187 7,487 | accepted by conferees of both chambers, puts 
Goodst Dec 5,966 4,830 5,274 a ceiling on salaries at $25,000 net or their ' 3A 
Services Dec 2,360 2,357 2,213 | highest levels between Jan. | and Sept. 15, 1942, F 9 Aj 
Retail Store Salesf..............cccseseeeee: Feb. $4,525 468 $3,843 whichever is higher. ¢ 
Durable Goods? ...........csscssssseeseeess Feb. $664 $654 $690 i 5 Ai 
Non-Durable Goods? .................. eM = —_ “1 * * * 5 5 Ar 
Siete Store Sele gh | Fob 14 177165. | Former Assistant Attorney General Thurman | | | 2 A\ 
Rural Sales, Gen. Merchandise (m)| Jan 200.0 170.5 199.0 Arnold declared recently that we must get back e 13 At 
Commercial Failures (c)................. Mar 401 422 1,048 | to the old economics of opportunity, of taking j 3 Ba 
a chance, which made America great. If our 3 Bu 
PRICES whole thinking is obsessed with the idea of E 2 Bu 
Wholesale (I) ......ssssssessssssssssssee Mar. 27 103.3 103.0 97.4 | security, the same thing will happen to our in-| = | 5 Ch 
Retail (s) End of Mo.............000 Mar. 113.1 113.1 112.5 dustrial structure that happened to the French Fe 13 Cc 
Army obsessed with the idea of the Maginot F 5 Co 
DEPT. STORE STOCKS (f) Jan 104 102 94 | Line. ; : 7 
| * * * : a 
MANUFACTURERS ORDERS Mr. Arnold's thesis might be supplemented} | | © >: 
SHIPMENTS & INVENTORIES (e) with the observation that a multiplicity of diverse 2 a 
New Orders—Total ..... Jan 239 255 268 private blunders of only local and relatively , 
~ a  p ~ eed a ae temporary incidence does far less social damage ' 2 Fo. 
Shipments—Total ..... : sheet pn 226 240 184 than bungling on a national scale by opinionated j 4 Fur 
Durable Goods ............. Jan 303 320 214 | and impractical social planners. To borrow an 36 
Non-Durable Goods ... Jan 166 178 161 apt phrase from our esteemed contemporary, The i b 1 “ 
yee ees Puncasspatebacsaeaseeariees - — Me pad Wall Street Journal, people are beginning to sus- t = 
Non-Durable Goods ...............| Jan. 148.6 149.2 146.9 | Pect that “planners can't plan.” New H 
| APRIL 
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PRODUCTION AND TRANSPORTATION 









Date 


Latest 


Wk. or Mo. Wk. or Mo. 





Previous 


Year 
Ago 







PRESENT POSITION AND OUTLOOK 





M. W. S. INDEX OF BUSINESS 



































ACTIVITY 1923-25—100 Mar. 27 128.8 127.5 124.5 
INDUSTRIAL PRODUCTION (a) Feb. 203 199 172 
Durable Goods ..........sssssssesessseseees Feb. 298 291 225 
Non-Durable Goods ..........sscssees00: Feb. 148 149 142 
STEEL 
Ingot Production in tons ®.......... Mar. 7,670 6,826 7,392 
Year's Total Production to *...... Mar. | i |: ce 21,017 
ELECTRIC POWER OUTPUT 
NOW ait sacazscaastessestctavapanesisetenrecees Apr. 3 3,890 3,928 3.349 
ENGINEERING CONSTRUCTION 
MOLIMOe [GCI) cscsicicscscccstasccsscticcs Apr. | $61,389 $74,130 $107,136 
PETROLEUM 
Average Daily Production bbls. *....| Apr. 3 3,918 3,896 3,418 
Crude Runs to Stills Avge. bbls. %&| Apr. 3 3,624 3,742 3,499 
Total Gasoline Stocks bbls. *.......... Apr. 3 93,409 94,079 106,406 
Fuel Oil Stocks bbls. %.......0.0..0.0000.... Apr. 3 67,483 67,938 81,953 
TRANSPORTATION 
Carloadings, total Mar. 27 787,360 768,134 808,286 
EIR sess coc scteiaeas sess Mar. 27 44,979 43,140 33,732 
1 | IS re eee Mar. 27 179,702 173,610 156,180 
Forest Products Mar. 27 41,717 40,154 45.919 
Manufacturing and Miscellaneous..| Mar. 27 373,803 367,612 370,780 
TE a ee Mar. 27 99,948 98,829 143,660 
COTTA a ean eI na ie SE Ee PCa Mar. 27 18,279 17,312 33,368 
RIESE DIR ties v0 Mar. 27 15,192 14,958 13,840 
TES OSTA) ASS eae a8 Mar. 27 13,740 12,517 10,807 
GENERAL 
Paperboard, new orders (st)............ Feb. 508,539 511,724 508,272 
Lumber Production} (bd. ft.)............] Jan. 1,899 2,079 2,373 
Cigarette Production? ..........ccccs00 Feb. 17,678 20,370 16,628 
Bituminus Coal Production*(tons) Mar. 56,450 47,209 47,796 
Portland Cement Shipmentsx(bbls.) | Feb. 8,656 8,691 8,293 









The National City Bank finds that the com- 
bined net income (after taxes) of 2,560 leading 
companies, whose aggregate capital and surplus 
constituted 40% of the total for all American 
corporations, amounted to $4.96 billion last year 
—virtually the same as in 1941. Rate of return 
on net worth, however, declined from 8.9% in 
1941 to 8.7% in 1942. 


* * * 


The Army, Navy, Treasury and Maritime Com- 
mission have agreed upon general principles to 
govern future contract renegotiations, and 
have exempted 32 groups of basic products from 
renegotiation. Among these are copper, alumi- 
num, sulphur, crude oil, crude and pig iron, coal, 
chrome, manganese and ferro-manganese; lead, 
tin, zinc, and alloy metals. The Truman Com- 
mittee wants an incentive for low cost produc- 
tion and exemption for post-war contingency 
reserves written into the tax laws. Senator George 
warns that if the OPA Administrator does not 
reject, once and for all, the theory that price 
ceilings must be imposed to prevent pecple from 
making what he considers exorbitant profits, 


Congress will. 
* * * 


Consumer spending last year was 10% above 
1941 in dollar total, but was off 1% in volume 
and declined even more in quality. A consider- 
able portion of the increased spending may be 
traced to stockpiling in anticipation of short- 
ages. Independent retail grocers in New York 
State report a 15% drop in sales of all groceries 
and a 73% slump in canned goods during the 
first two weeks of point rationing, compared with 
the corresponding fortnight a month earlier. New 
meat ceiling prices were above chain store 
prices; but under the higher cost independent's. 





+—Millions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y. 100% estimated long term 
trend. (c)—Nat. Ind. Conf. Bd. 1923—100. (dl) —U.S. D. L. 1939—100. (ee)—Dept. of Agric. (en)—Engineering News-Record. (f)—1923- 
25—100. (fy)—Fiscal Year Basis. (g)—Chain Store Age. (h)—U. S. B. L. S. 1926—100. (1)—1939—100. (m)—1929-31—100. (s)—Fair- 
child Index, Dec. 1930—100. (St)—Short tons. 
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No. of 1943 Indexes (Nov. 14, 1936, ClL—100) High Low Apr.3 Apr. 10 
Issues (1925 Close—100) High Low Apr.3 Apr. 10 100 HIGH PRICED STOCKS...... 62.69 52.87 62.69C 60.64 
273 COMBINED AVERAGE........ 78.5 54.5 78.5F 74.8 100 LOW PRICED STOCKG........ 73.34 43.61 73.34E 69.79 
3 Agricultural Implements ...... 134.3 105.2 133.6 128.8 3 Liquor (1932 Cl—100)........ 263.2 197.1 263.F 258.2 
9 Aircraft (1927 Cl—100)...... i777 131.8 176.1 168.4 Bi Wee NING SG isis scccescscecacneassosects 103.9 83.6 103.98 98.9 
5 Air Lines (1934 Cl—100).... 437.3 363.1 429.9 417.1 Feil Cait oo adacccssdekacacesecceens 72.7 61.8 72.78 69.2 
S Amusement no. ci.s.cnsccsssecsssesaesss 64.5 40.2 64.5F 60.8 Se GAT Pe CM Ssa5i55 0-5 .cesctcies 50.0 34.9 49.4 49.9 
12 Automobile Accessories........ 122.2 83.0 122.2F 115.4 10 Metals, non-Ferrous ............. 148.7 106.8 148.5 143.5 
13 Automobiles ...........sssssssesssseee 17.4 9.7 17.4F 17.0 Oe ENO er oc eatccce cade 9.0 12.58 11.6 
3 Baking (1926 Cl.—100)........ 12.2 85 12.0 11.6 21 Petroleum 86.9  120.9F 113.2 
3 Business Machines ................ 162.1 129.4 162.1D 149.9 18 Public Utilities 42.9 23.2 42.9C 39.4 
2 Bus Lines (1926 Cl—100).... 81.0 54.9  81.0C 78.0 3 Radio (1927 Cl.—100)........ 21.0 12.1 = 21.0F 20.1 
BS GM@MnCale: 55. s<.scxesctsscccsskevesetess 180.5 153.5 180.5D 176.5 7 Railroad Equipment ............ 48.7 32.1 48.7C 44.1 
PS GONSEUCHON: i. ccsisccssese.csocencese 31.7 23.3 31.7C 30.6 BP Rained csc cock ccccossoecs acca 16.9 9.8 16.9D 15.9 
Be CONPAIMORS: cr. Sicctvistepeseccssces 214.0 177.1 213.5 205.6 ye CCL pean te 104.2 83.4 103.3 97.9 
8 Copper & Brass............000000.. 81.0 63.6 80.4 80.1 Di SOth Crete scsecsc cs cticscciascoces 259.3 197.8 259.3C 256.2 
2 Dairy Products ...........:.:.c00.00 35.7 29.7 35.7 34.2 We SiG OU Se Ml occsacicesssccscascccens 73.8 57.6 73.88 70.2 
6 Department Stores ................ 23.4 15.4 23.4D 21.8 Be MMO aa ic coaset ecstatic 38.8 32.2 38.8 37.4 
5 Drugs & Toilet Articles........ 75.2 50.9 75.2F 735.3 SUNN setae acer ace 188.8 180.2 187.7 183.2 
2 Finance Companies .............. 198.5 152.6 198.5C 190.0 3 Telephone & Telegraph........ 84.2 67.0 84.2F 83.2 
GROOM BIONGS cs. secccssccsseescssessce 110.8 85.5 109.7 108.3 3 Vem sects scien 46.9 33.7 46.9B 45.7 
DAROOG SIGIOS: cacskelssivesscsscahecess 39.9 SET 39.7 39.9A 3 Tires & Rubber wees AOD 16.5 23.9F 22.6 
A CIORNNAIR GE os osese iescees cosa 50.9 35.0 50.9C 48.3 CLC LC aon ae eae are 60.6 52.2 59.6 59.3 
IBC CT - ce 912.6 610.3 912.6C 840.0 2 Variety Stores: ........c<:.ccscsese.s-- 219.6 182.4 219.6C 215.6 
6 Investment Trusts .................. 35.9 22.7 35.9F 32.9 20 Unclassified (1942 Cl.—100) 157.3 100.0 157.3A 145.0 








New HIGH since: A—1942; B—1941; C—1940; D—1939; E—1938; F—1937. 
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Date for Allied nations’ conference in the U. S. on post- 
war food problems has been set for May 18. At present 
writing it seems doubtful if the Bankhead-Steagall bill, bar- 
ring deduction of farm benefit payments in computing 
parity levels, can be passed again in the near future over 
the President's forceful veto. Should this bill be placed on 
ice, prospects would be slim for passage of the kindred 
Pace bill to include labor costs in parity computations. The 
farm bloc is said to be satisfied with current prices, but 
wants these measures passed now to guard against a pos- 
sible post-war collapse of farm prices. In view of the cur- 


Trend of Commodities 


rent and prospective post-war shortage of foodstuffs an 


impartial observer would find scant reason for such fears. | 


Wool supplies this spring are expected to reach the record 
total of 1.5 billion pounds, assuring ample stocks for civilian 
needs. Agriculture Department has just placed a floor of 
40 cents (less freight and marketing costs) under wool, and 
will soon issue an order making the CCC sole purchaser of 
the 1943 domestic clip. Packers want the Government to 
control meat and livestock prices by becoming the sole 
buyer and distributor. Grain prices regained their equi- 
librium Saturday as cotton continued to give ground. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 


Spot Market Prices—August, 1929, equal 100 


Date 2 Wk. Mo. 3Mo.6Mo. 1 Yr. 2 Yr. | 
Apr.7 Ago Ago Ago Ago Ago Ago | 


Date 2Wk. Mo. 3Mo.6Mo. | Yr. 2 Yr. 
Apr.7 Ago Ago Ago Ago Ago Ago 














28 Basic Commodities.......... 176.8 176.6 175.4 174.2 169.8 167.4 135.9 Domestic Agriculture . .. 209.4 208.7 204.3 201.3 184.9 185.7 135.8 
Import Commodities ........... 167.7 167.4 166.0 164.7 162.9 163.3 143.3 Foodstuffs .........cccccccccccccseeeeeee 201.8 201.5 199.9 199.1 190.2 185.6 138.5 
Domestic Commodities ........ 182.9 182.8 181.7 180.6 174.4 170.1 131.4 Raw Industrial 00.00. 159.9 159.2 158.8 157.5 155.7 154.7 133.9 | 
COMMODITY FUTURES INDEX SPOT COMMODITY INDEX 
100 JAN. FEB. MAR. APRI 260 JAN. FEB. MAR. APRI 
DOW JONES: MOODY'S INVESTORS 
COMMODITIES INDEX SERVICE INDEX 
95 250 , 
- -. a pee 





" eatitad po all 


























Average 1924-26 equal 100 


1943 1942-1941 1940 81939 1938 1937 


oe 92.16 88.88 84.60 64.07 64.67 54.95 82.44 


BODO! Citeetcasseoctee 88.45 83.61 55.45 48.74 46.59 45.03 52.03 



































15 Commodities, December 31, 1931, equal 100 
Copyright by Moody's Investor Service 
1943 1942 1941 1940 1939 1938 1937 


Ri s-.-cscteeetse 249.8 239.9 219.9 171.8 172.3 152.9 228.1 


BOW) ot strsicne 240.2 220.0 171.6 149.3 138.4 130.1 144.6) 
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A Century of Prices 
Part Il 





(Continued from page 37) 


merely to say that the higher we 
go—economically speaking —the 
greater is the potentiality of de- 
cline, if natural economic law is 
free to govern the cycle. 

Although every business cycle 
of the past has had its own special 
characteristics, generally speak- 
ing it is true to say that for many 
decades prior to World War I the 
rise or decline of activity in the 
capital goods industries was the 
most significant common denom- 
inator in expansions and depres- 
sions. 

The reason went back to the 
elementals previously mentioned 
—the postponability of demand. 
Capital goods — factories, ma- 
chinery, locomotives, etc.—last a 
long time. Hence purchasing de- 
mand can be deferred for a long 
time. Of course, this factor of 
instability—or potential instabil- 
ity—is still with us. But, mainly 








q since the First World War, some- 
' thing new has been added. This 


is the huge growth of production 


» of consumers’ durable goods of 


types either not known before the 
last war or of relatively small 
automo- 
biles, radios, mechanical refrig- 
erators and numerous other 
things. The market for such 
goods is similar to the market for 
capital goods in that buying de- 
deferrable for long 
periods of time. 

Thus, the most sensitive spot in 
our economy is no longer just 
capital goods but durable goods 





| in general; and the relationship of 
| this sensitive-to-shock sector of the 
/economy to the total economy is 


far more important than in 
former times. 

Whether a “mixed economy,” 
with (it is to be hoped) more in- 
telligent future cooperation be- 
tween Government, private enter- 
prise and organized labor can 
master the old business cycle or 
largely modify the downswings 
sremains, in the final analysis, to 
‘be seen. At any rate that is the 
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AND FULLY GUARANTEED. 





| OTHER SECURITIES. 


ACCEPTANCES. 
BankinG Houses . 
OrHerR REAL EstaTE 


| MortcaGEs . 


| OrnHer ASSETS . 


Capita. Funps: 
CaPITAL STOCK . 
SURPLUS ee 
UnpIvIDED Prorits 


Deposits. 


AND ForEIGN BILLs 
OTHER LIABILITIES 


United States 


THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 
Statement of Condition, March 31, 1943 


RESOURCES 
CasH AND DuE FROM BANKS . 
U. S. GovERNMENT OBLIGATIONS, DIRECT 


STATE AND MunlcIPpAL SECURITIES . 
Stock oF FEDERAL RESERVE BANK. 


Loans, Discounts AND BANKERS’ 


| Customers’ ACCEPTANCE LIABILITY. 


LIABILITIES 


$100,270,000.00 
100,270,000.00 
_49,353,116.44 


RESERVE FOR CONTINGENCIES. 


RESERVE FOR TAXES, INTEREST, ETC. 


ACCEPTANCES OUTSTANDING $8,718,987.15 
Less AMOUNTIN PorTFOLio 4,327,708.01 





LIABILITY AS ENDORSER ON ACCEPTANCES 


Government and other securities carried at 
$442,985,547.50 are pledged to secure U. S. Government War 
Loan Deposits of $237,858,277.31 and other public funds and trust 
deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 


. $1,025,488,063.41 


2,403,235,986.41 
100,577,070.54 
6,016,200.00 
150,407,368.34 


727,477,166.58 
36,470,000.01 
5,906,244.06 
7,375,417.42 
4,153,699.83 
15,548.937.01 
$4,482,656,153.61 { 








$ 249,893,116.44 
11,828,699.44 
4,402,330.16 
4,203,291 ,330.16 


> 


4,391,279.14 


245,897.34 
8,603,500.93 
$4,482,656,153.61 






































general objective toward which 
we inevitably will move—whether 
it is under the New Deal or any 
other type of Administration that 
can conceivably get itself elected. 


And in this general effort it is a 
pretty good bet that the objective 
of maintaining high employment 
and maximum utilization of pro- 
ducing resources will take prece- 
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dence over all other considerations 
— including the Government 
budget. 

Our people on the whole have 
no leaning toward the all-domin- 
ant State, but neither are they 
likely to submit to another depres- 
sion on anything like the scale of 
that which came after 1929. The 
alternative, as I see it, is not be- 
tween a “mixed economy” and a 
free economy—as free as that of 
the 1920’s—but between a “mixed 
economy” and the State Supreme. 
If the “mixed economy” developed 
after this war does not work suf- 
ficiently well to preclude deep and 
prolonged depressions—well, you 
know the answer. The writer’s be- 
lief (or hunch, if you prefer) is 
that it can and will result in a 
more productive and stable eco- 
nomic system than in the past. 

As shown by the chart of per 
capita national income and real 
wages, the long-run trend, of 
course, has been toward rising in- 
dividual income and higher and 
higher standards of living from 
generation to generation, despite 
the interludes of depression and 
instability. It has not been as fast 
as the idealists and dreamers 
would like, but Utopia can’t be 
built in a day (or a century) — 
if it can be built at all. Certainly 
the fruits of our essentially cap- 
italist system have been far more 
abundant and juicy than those 
harvested in any other country on 
earth or than under any other 
kind of system. 





Political and Industrial Effects of 
Changing Economic Controls 





(Continued from page 15) 


voters habitually vote Democratic 
—would probably not alter the 
electoral vote perceptibly. 

That leaves the non-South 
farm vote—and a good many mil- 
lions of voters who are not at- 
tached to or affiliated with any 
“blocs” of any kind. These two 
groups will have the real balance 
of power in the 1944 campaign. 

If it were not for the war, I 
think it would be self-evident that 
Mr. Roosevelt’s chances for a 
fourth term would be slim or non- 
existent. The popular verdict of 
the last elections can be fairly 
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summed up as against the New 
Deal in general domestic policy, 
but for President Roosevelt in 
foreign policy and conduct of the 
war. Since those elections there 
has been no lessening of popular 
support for the President as Com- 
mander-in-Chief. On the con- 
trary, since the war has begun to 
go much more greatly in our 
favor, public confidence in Roose- 
velt as our war leader has in- 
creased. 

Nevertheless, there has been a 
significant change in the political 
status of Roosevelt. Huge ma- 
jorities voted for him in 1932 and 
1936 as the personification of the 
domestic New Deal. Smaller ma- 
jorities voted for him, against 
Willkie, in 1940—and with war 
already on the loose in Europe 
and Asia, the decisive factor for a 
great many of these voters was 
not the New Deal at all but for- 
eign policy. What has happened 
is that Roosevelt’s hold upon the 
voters has come to rest more and 
more on his war leadership and less 
and less upon his leadership of the 
New Deal as a_ social-economic 
concept. Thus we have the seem- 
ing paradox—but not strange at 
all—of a majority of the people 
being well satisfied with Roose- 
velt as war chief—but also well 
satisfied to have a conservative, 
anti-New Deal Congress. From 
the public’s point of view, this 
characteristically democratic com- 
promise seems to be working fair- 
ly well—and both because it is 
working fairly well and because 
there may not be an adequately 
attractive alternative to it in 1944 
it may very well be extended by 
another election. 

Of course, it is very early to be 
venturing opinions about next 
vear’s campaign and _ election— 
and to offer actual prophesy 
would be foolish. There will be 
some new factors involved, notable 
among them being an unusual 
preponderance of women voters, 
due to absence from the polls of 
millions of men in the armed 
forces; and the Gallop poll indi- 
cations are that this will be an 
advantage to the Republican 
Party. Personal experience with 
rationing and other war-time 
nuisances has emphasized bureau- 
cratic bungling in the minds of 
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hordes of these women. On the 7 
whole, it may be said that public 
esteem of politicos is in a bear 
market, while the able industrial- | 
ist is again an admired and re- | 
spected ‘figure. ‘ 

But if we are still at war, that ‘ 







will be the towering and dominant | # 
political factor in Presidential | 

full 
polities—reducing all other con- ee 
siderations to secondary import- | : i 


ance in the minds of a decisive | 











proportion of voters. To believe | | The 
the voters would exchange a suc- | 
cessful Commander-in-Chief for a we 
comparatively little known and a 
inexperienced Republican candi-| “'" 
date—Gov. Bricker of Ohio, for) a, 
example—seems to this writer af =a 
fantasy. : wed 
Politically smartest of the Re-— take 
publican leaders—and one of the! — 
ablest — is Gov. Dewey of New) i 
York. Perhaps the smartest) a 
thing he has done is to take him-|) *® 
self out of the 1944 running, °° 
am. ° 17: igs a the | 
while concentrating on building a b 
solid record for a later try. ee 
i len 
T 
Investment Audit of L tiati 
Erie Railroad grea 
E time 
7 » for t 
(Continued from page 32) F tradi 
delays transit; and (3) “Ohi gran 
tion with the Chesapeake & Ohio} sense 
and interchange of traffic _— well 
this road is not likely to MT in ou 
jeopardized, despite the sharp[} most 
personal differences of the two! indie 
managements, which was brought) worl 


out at the time of the proposed | and 
issuance of new securities a few!) remo 
weeks ago. ‘These fundamental | bling 
factors, favorable to the Erie and), used 
permanent in character, make for) who 


higher efficiency, higher ton- -mile! cann 
rates, longer hauls and_ lower) to its 
operating rates. party 


The stock at current levels of) Ti 
13 sells at less than four times) lived 
probable *43 earnings. On thell the ; 
basis of the $1.00 dividend thel} they 
yield is only fair. However, on) of th 
the assumption that the rails must to th 
share more liberally in the re| ing « 
mainder of the bull market, we) lich 
consider this issue attractive for politi 
a near term period. For the gime. 
longer term, the fundamental) ter D 
strength of this reorganized road) was a 
makes it one of the most attrac) not « 
tive of all of the Junior equitie)) kind 
in the railroad field. ) have. 
ness t 
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As I See It! 





(Continued from page 5) 


our home markets, our financial 
and economic position, calls for 
full cooperation by all parties 
and groups, since our success will 
depend on the wisdom with which 
we negotiate looking to the peace. 
The opposition cannot afford the 
luxury of placing obstacles in the 
path of our Government if they 
wish to protect their own eco- 
nomic interests—let alone that of 
the country—for conditions after 
the war loom dangerously if not 
taken in hand now. Under such 
circumstances the blame for all 
our troubles will fall with full 
force upon these obstructionists, 
for today even the dullest citizen 
recognizes the political import of 
the moves by such factions. It is 
bound to speak loudly against 
them in the next election. 

The tools for conducting nego- 
tiations must be forthcoming. Of 
great importance at the present 
time is Secretary Hull’s request 
for the continuation of reciprocal 
trade treaties, which should be 
granted for the very common- 
sense reason that it has served us 
well during a most critical period 
in our history. And for the other 
most practical reason that it will 
indicate a realistic viewpoint on 
world trade by both Democrats 
and Republicans, and will thus 
remove a serious political stum- 
bling block that would surely be 
used to our disadvantage by those 
who say that the United States 
cannot be counted on to live up 
to its agreements if the opposing 
party is elected to power. 

The farm block, too, has out- 
lived its usefulness. It is well for 
the isolationists to realize that 
they are going to lose the support 
of the farmers—that in adhering 
to the President they are desert- 
ing conservatism for liberalism, 
which will have a_ stabilizing 
political effect on the present re- 
gime. The appointment of Ches- 
ter Davis as Food Administrator 
was a shrewd political move that 
not only gave the farmers the 
kind of leadership in which they 
have confidence, but assures busi- 
ness that the President intends to 
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More than ninety per cent of 
American scientists are engaged 
in beating the Germans and 


Japanese. 


More than ninety per cent of 
American scientific laboratory 
facilities are devoted to the 


same task. 


American scientists are work- 
ing at this job six or seven days 
a week, long hours, with few 


interruptions. 


They are getting somewhere, 


too. 


Every now and then the Ger- 
mans and the Japanese have an 


unpleasant surprise. 
They find that American 
science has caught up with 


them and passed them. 





BELL TELEPHONE SYSTEM 











A new building of the Bell Telephone Laboratories 


Reason for Confidence 


It is reassuring to us and 
discouraging to our enemies, 
for American scientific facilities 
are the greatest in the world. 


And they are functioning. 


Little by little, some of the 
things that have been developed 
become public, but most of 
them you won't hear about un- 


til after the war. 


But now, without the details, 
you can have faith that Ameri- 
can research — industrial and 
academic combined — is giving 
our fighting forces an advantage. 

Along with other American 
industry, the Bell Telephone 
System has its own Bell Lab- 


oratories 





the largest in the 
world — working overtime for 


victory. 





Your continued help in making only vital calls to war-busy 
centers is a real contribution to the drive for victory 





continue to appoint to key posts 
those worth-while business execu- 
tives whose experience and con- 
tacts can bring co-operative un- 
derstanding. 

Nor can an upset in Labor be 
expected by the opposition, for it 
is well recognized that obstruc- 
tionist Mr. Lewis is not on the 
side of labor so much as he is on 


the side of the conservatives 
against the President. The strike 
by the miners, as a protest against 
Mr. Lewis’ demand for increased 
dues at a time when he believed 
the mineworkers’ income was so 
low that a wage increase was 
necessary to supplement a better 
living standard, did not sit very 
well with the public. And if the 
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President takes a firm stand, as is 
indicated by his executive order 
to hold wages in line and his 
statement that “the times do not 
call for increasing the standard 
of living but for cutting it,” he 
will gain many political adherents 
from among those who opposed 
him before. 


As far as labor is concerned, it 
can be stated without fear of con- 
tradiction that the trend is now 
toward the middle ground. That 
we can expect labor to adhere 
closer than ever to the President 
as a result of the shock it received 
in the execution of Erlich and 
Alter in Russia. That this blun- 
der has started a trend away from 
communism and will have a ten- 
dency to serve democracy greatly 
by upsetting calculations of the 
radical elements among labor and 
the over-ambitious among labor 
leaders. Moreover, this changed 
situation will act as a cushion“in 
the post-war period and bring 
equilibrium at a time when we 
will most need it—when re-em- 
ployment will once again become 
a factor of importance. 


All in all, the tide is turning— 
with the trend away from total- 
itarianism whether fascist or com- 
munistic—and toward democracy. 
It would be well for the obstruc- 
tionists and isolationists to remem- 
ber this in making their plans for 
the future. 


So much for the domestic scene. 


In the Foreign Field 


Abroad, the same battle for 
economic power is continuing. In 
this war, like past European wars, 
the objectives are distinctly eco- 
nomic. The .preview of this con- 
flict in its Spanish setting made 
this fact clear. The support of 
the various outside powers veered, 
depending upon which army was 
being negotiated with regarding 
the Rio Tinto and the important 
quicksilver mines at Alamaden. 


In the light of sophisticated ob- 
servation, therefore, today’s an- 
alysis indicates that back of the 
roar of guns and the turmoil of 
the battlefield the British are 
seeking access to desirable ports 
on the Mediterranean—suggest- 
ing that they have in their minds 
a continuation of depots and sup- 


ply lines to connect with those al- 
ready established by them in the 
Near East. This would give 
Britain economic control of in- 
land territories on the African 
continent, as well as a predomi- 
nant position in shipping when 
the war is over. Such control 
would make it necessary for the 
products of these countries to be 
carried in English bottoms and 
under such conditions service and 
insurance fees would continue to 
revert to the mother country. 

I am not saying all this in 
criticism of the British, who, I 
recognize, are fighting to rebuild 
their position, both financial and 
economic, but merely to indicate 
that we cannot afford to wait 
until after the war if we wish to 
retain our advantage in world 
trade. 

As far as we are concerned, the 
situation calls for a_ practical 
plan of collaboration between the 
United States and Britain, since 
world trade will depend greatly 
on docks and warehousing facili- 
ties as well as bottoms. The amaz- 
ing ship building developments in 
our country are unquestionably a 
factor in British plans. 

As I pointed out last time, a 
great deal of the economic in- 
trigue in North Africa had to do 
with the struggle for political 
control between pro-British and 
anti-British Frenchmen. Up to a 
short time ago, before the Ameri- 
cans recaptured Gafsa, the pros- 
pects of peace between the two 
factions still seemed far away. I 
am wondering to what extent the 
proposals of General DeGaulle to 
visit North Africa for a confer- 
ence with General Giraud had to 
do with the fact that the district 
around Gafsa occupied by United 
States forces is the great prize of 
North Africa, containing as it 
does the vast deposits of phos- 
phates so urgently needed as fer- 
tilizer on the European continent. 
So rapacious, evidently, are these 
powerful interests that they utter- 
ly disregard the urgency for 
peace behind the battle front at 
this military crisis in their eager- 
ness to stake out a claim to this 
highly valuable property. Gen- 
eral Eisenhower showed courage 
and statesmanship in suggesting 
the postponement of DeGaulle’s 
visit. 


Now that the Eighth Army has 
made a juncture with the Ameri- 
cans, we hope all attention can 
now be concentrated on destroy- 
ing Rommel’s army to make way 
for an invasion of the European 
continent. 

Our State Department, highly 
informed and in full possession of 
the facts, has been harassed most 
frequently by those with only a 


surface knowledge of what is 
going on. Our Government has ~ 
clearly endeavored to steer a | 
middle course so as not to throw | 
the balance of power either to the 7 


fascists or communists, working 


continuously for the establish- 7 


ment of democracy and the eco- 
nomic reconstruction of the world 


after the war. It has been of dis- fF 
tinct service, as well, to every | 
branch of our Government—mili- § 
tary, naval, financial and eco- | 


nomic — to such an extent that 


their efforts call not only for com- 
plete cooperation, but for grate- [ 


ful recognition and support. 


By approaching the matter " 


with full understanding of our 


domestic situation and with sym- | 


pathetic and common-sense hand- 
ling of the problems of our allies 
and our enemies, we can collabo- 
rate in working out a plan that 


all of us. 





Re-Appraisal of Companies 
In the News 





(Continued from page 35) 


holds an important position in 


the household appliance field. In | 


/ ing | 


1941 it contributed 23% of total 
sales volume. Besides Norge re- 
frigerators, it makes gas and elec- 
tric stoves, washing and ironing 
ditioning equipment. Aircraft 
11% of sales but will bulk much 
larger during the war period. 
Finances were consistently main- 
tained in a strong position but 
bank loans may now be necessary 
to finance the huge volume of war 
work. Total assets at the year 
end were $105.36 millions against 
$73.51 millions a year ago. 
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| incorporated 


Blyth & Co., Inc. 
Goldman, Sachs & Co. 
Lazard Freres & Co. 





April 2, 1943. 


Stone & Webster and Blodget 


Lee Higginson Corporation 
Smith, Barney & Co. 


This is under no circumstances to be construed as an offering of these Bonds for sale, or as an offer to buy, 
or as a solicitation of an offer to buy, any of such Bonds. The offer is made only by means of the Prospectus. 


$52,000,000 


Puget Sound Power & Light Company 


First Mortgage Bonds, 414% Series due December 1, 1972 





Price 10414% 


Plus accrued interest from December 1, 1942, to date of delivery 





Copies of the Prospectus are obtainable from only such of the undersigned as may legally 
offer these Bonds in compliance with the securities laws of the respective States. 


Lehman Brothers 


The First Boston Corporation 


Harriman Ripley & Co. 


Incorporated 


Halsey, Stuart & Co. Inc. 


Mellon Securities Corporation 


Union Securities Corporation 





Glore, Forgan & Co. 
Kidder, Peabody & Co. 























Stocks—In War and Peace 





(Continued from page 25) 


show some increase; earnings 
should be well maintained and the 
quarterly dividend of fifty cents 
continued. 

CELANESE CORPORATION OF 
America, second largest unit and 
leading maker of acetate yarn 
and staple fibre, in 1942 reported 
new peaks in all divisions, includ- 
ing its important plastics divi- 


sion. Gross sales reached $86.14 


millions, a gain of 38% over 1941 
gross of $62.28 millions. This, 


a ae however, included an entire year’s 


aft § 
ted [ 


sales of plastic products while for 
1941, plastic products operations 


| were only from Dec. 5th, the date 


of the merger with Celluloid Cor- 
poration. 

Placed on a comparable basis 
with 1942, the 1941 figure for 
sales was $71.54 millions and 
—_ before Federal taxes 
$15.31 millions, compared with 
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$19.74 millions in 1942. The sub- 
stantial gain in operating income 
was largely eliminated by a 35% 
increase in taxes, leaving final net 
of $7.09 millions equal to $3.42 
per share compared with $7.10 
millions or $3.43 per common in 
1941. 

Operations in 1943 are ex- 
pected to continue at a high rate 
although reduction of chemical 
allotments may reduce somewhat 
output in the rayon division; thus 
operating income and net of 1942 
may not be entirely equalled in 
1943. The plastics division how- 
ever is expected to continue to 
forge ahead. Operating margins 
should be well maintained. New 
developments, the result of con- 
tinuous’ research, foreshadow 
long-term sales growth. On the 
other hand, as a producer of ace- 
tate yarns which go largely into 
finer and higher-priced fabrics, 
the company is not immune to 
fluctuations in consumer income. 

InpustriaL Rayon Corpora- 
TION is the third largest unit and 
second largest producer of viscose 
yarn with an estimated plant 
capacity of 38 million pounds 






annually. Normally two-thirds 
of the output goes to the weaving 
trade, the remainder consisting 
chiefly of knitting yarn is being 
used in the company’s knitting 
division. The plant operates at 
lowest cost but spreads latterly 
have been narrowing in line with 
rising cost factors and smaller 
profit margins from war orders 
for which a substantial part of 
plant facilities has been con- 
verted. Net sales in 1942 rose 
8.3% to $20.73 millions from 
$19.15 millions in 1941. Costs 
advanced 7% and taxes 35.7% 
leaving net income of $2.01 mil- 
lions, equal to $2.64 per share 
against $2.31 millions or $3.04 
per common in the preceding 
year. Taxes amounted to $6.07 
per share against $4.47 in 1941. 
The company’s financial position 
is strong with working capital of 
$7.98 millions, compared with 
$7.45 millions in 1941; current 
assets were $12.46 millions and 
current liabilities $4.48 millions. 
Total assets were $29.65 millions 
against $27.31 millions in the 
previous year. During the early 
1943 period, net should hold well 

















eee 


around late 1942 levels and con- 
tinuance of the quarterly divi- 
dend of fifty cents is expected 
over the nearer term. Despite 
marked expansion in the past, 
growth prospects remain an im- 
portant factor in the longer term 
outlook. The company is especially 
interested in the production of 
tire cords after the war in which 
it sees a promising field. Sales of 
yarn for textile purposes are like- 
wise expected to expand with 
rising peace-time demand but in 
the future may fluctuate increas- 
ingly with the cyclical swings of 
the volatile textile industry. The 
capital stock sells only moderately 
above book value and, currently 
yielding about 7%. should have 
market possibilities. 

Of the smaller units of the in- 
dustry, none has so far reported 
1942 results which, however, 
should closely parallel the show- 
ing made by the larger com- 
panies. 





Diverse Effects of Rationing 
On Food Securities and 
Related Issues 
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this country and in South Amer- 
ica there is plenty of raw mate- 
rials for the meat packing com- 
panies—and since there is no 
question about demand, prices 
should be high enough to permit 
manufacturers of meat to make 
satisfactory profits. In this con- 
nection, a company like Swift 
International, operating largely 
in Argentine and selling chiefly 
to Britain and the Continent, 
should be able to do especially 
well. Wilson & Co. also has South 
American properties. The Amer- 
ican packers, such as Swift & 
Co., Cudahy Packing, Armour & 
Company, Wilson & Company 
and John Morrell should be as- 
sured of a period of good earn- 
ings. Europe not only is bare of 
meats. It is also bare of fats and 
meat animals. 

Secondly, we are going to eat 
more cereals—at least until the 
shortage of foods spreads to 
grains as it probably will some 
time in the next 12 to 18 months. 
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The spaghetti and macaroni mak- 
ers should do well. The bread 
bakers, like Continental Baking, 
General Baking and Ward Bak- 
ing, not to mention many smaller 
local companies, should have a 
larger-than-normal volume. So 
should the milling companies like 
General Mills and Pillsbury. 

Third, sugar is, and probably 
will remain, one of the cheapest 
energy foods. Cuba and the West 
Indies can produce two or three 
times as much as they will make 
this year; and they may do it as 
soon as the shipping is available 
to handle it. That suggests com- 
panies like West Indies Sugar, 
Cuban-Atlantic Sugar, Cuban- 
American Sugar, Francisco 
Sugar, United Fruit, American 
Sugar Refining, South Porto Rico 
Sugar, Fajardo, Punta Alegre, 
Central Aguirre and smaller West 
Indies units. Almost in the same 
breath one might mention United 
Fruit, which has thousands of 
acres of bananas growing in Cen- 
tral America. 

Fourth, there are the vegetable 
fats and margarine companies 
such as Wesson Oil & Snowdrift, 
Chickasha Cotton Oil, Glidden, 
Best Foods, National Dairy Prod- 
ucts, and again, the meat packers, 
all of which are important mar- 
garine makers. There may be 
some companies, too, which make 
fats from peanut oil and soy 
beans. Glidden is one of the latter. 

Fifth, there are the frozen 
foods units such as General Foods, 
Stokeley Brothers and their like. 
We are going to have more frozen 
foods and less canned and bottled 
stuff for the duration. That intro- 
duces the deep freeze business for 
which motor products has been 
making cabinets and other equip- 
ment. No doubt all the canners 
will do more or less in dehydra- 
tion, at least for the duration; 
and there is no reason why out- 
fits like Libby, McNeil & Libby, 
California Packing and Snider 
Packing should not do a large and 
profitable business, with the Gov- 
ernment if not with the general 
public. Of course more food, both 
commercially canned and home 
canned, will be packed in glass 
and less in tin, which means more 
business for the glass container 
makers like Owens-Illinois Glass 


THE MAGAZINE OF WALL STREET 


and Hazel-Atlas Glass. 

Then we have the companies 7 
which, although they do not pro- 7 
duce food directly, make a big | 
contribution to the productivity 
of the food industry. These are 
the farm implement makers such 
as International Harvester, Deere 
& Company, Oliver Farm Equip- |) 
ment, Minneapolis-Moline Power — 
Implement, New Idea Company, 
J. I. Case Company, Massey- | 
Harris and to a less extent Allis- 7 
Chalmers and Caterpillar Trac- bE 
tor. fs 
In the same general category | 
belong such corporations as/ 
American Fork & Hoe, American | 
Agricultural Chemical, Interna- | 
tional Mining & Minerals, Vir- | 
ginia Carolina Chemical, Davison 
Chemical, Brown Fence & Wire, 
Continental Steel, Cherry-Burrell, 
and feed companies like Allied 
Mills. 

There is no room in this sug- 
gestive summary to analyze any} 
of these companies in detail. Ob- 
viously none of them should be 
bought blindly. It may be said, 
however, that some of the marg- 
inal concerns in the farm equip- 
ment industry would appear to be 
very good speculations in a situa- 
tion like this; that a stock like 
United Fruit lately has been ex- 
ceptionaly depressed in relation 
to other quality issues because of 
the temporary shipping outlook; 
that the sugar shares lately have 
been held down by disappointing 
1943 production quotas; and 
that it is a foregone conclusion 
that the production quotas of the 
farm implement companies will 
have to be increased. 

The one thing that should be 
stressed is that the American peo- 
ple as they get more hungry are 
going after food—and that they 
are going to be willing to pay for 
it. Food is where you find it. 





Mexico, Central America 
and Cuba 





(Continued from page 20) 


ican republics, about as large as 
Georgia, Alabama, Florida and 
Carolinas combined and_ with 
about 8 million people, have in 
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the past received relatively little 
cutside capital, one reason being 
their perennial political up- 
heavals and the relative scarcity 
of industrial raw materials. There 
is some chrome ore in Guatemala, 
manganese in Costa Rica and 
gold and silver in Nicaragua, 
Costa Rica and Honduras. The 
outstanding Government and cor- 
porate bonds were estimated as 
of December 1941 at about $25 
millions, and our own direct in- 
vestments at the end of 1940 
amounted to about $190 millions. 

Central American bonds shared 
in the general price rise of other 
Latin American bonds in the last 
two years, though Costa Rican 
and Salvadorean bonds have re- 
mained in default. The service 
on Panamanian issues has been 
resumed since early 1941 after 
interest rates had been readjusted 
downward. 

The third region of the 
“Middle America,” the Caribbean 
island bridge, has suffered from 
the inability to obtain industrial 
goods and foodstuffs (in Puerto 
Rico early this year only a one- 
month supply of food was on 
hand). The situation has been 
due to three major factors: (1) 
as a result of our building of ex- 
tensive military bases and because 
of many new projects aiming at 
the development of new products 
(rubber in Haiti, nickel and 
manganese in Cuba), most of the 
Caribbean countries have def- 
initely more money and the pur- 
chasing power is up. (2) Higher 
wages “have lured many people 
from the land, and consequently 
foodstuff production has declined 
at a time when (3) shortage of 
shipping has prevented — the 
normal importation of foodstuffs 
and industrial products. Thus 
while the war has brought about 
a temporary increase in the 
standard of living, it has also 
pushed prices upward and has in 
general created conditions which 
are causing much dissatisfaction 
and suffering through the islands. 


The shipping scarcity has also 
interfered with the production 
for exports. Although most of 
the cash crops have been pur- 
chased either by the United 
States or Great Britain, regard- 
less of whether they could be 
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shipped or not, production is 
being held back. In Cuba the 
problem of storing sugar that has 
been sold to the United States but 
remains unshipped, has been the 
chief consideration in the decision 
to hold this year’s crop to 3,300,- 
000 tons though there is enough 
cane to mae a crop of at least 4,- 


500,000 short tons of sugar. The 


carry-over, which last December 
was put at about 1,650,000 short 
tons, is expected to increase to 
about 2,400,000 tons of sugar. 
The maximum storage capacity 
is estimated to be around 4,500,- 
000 short tons. In Santo Dom- 
ingo, large stocks of sugar have 
also been left unshipped. In 
Puerto Rico the principal trouble 
seems to be the lack of fertilizer 
and there is a possibility that as 
a result the 1944 if not the 1943 
crop will be considerably smaller. 

Next to Java, the Caribbean 
islands probably support the most 
thickly settled agricultural popu- 
lation in the world. In an area 
not larger than the states of Ala- 
bama and Georgia, of which much 
is unusable because of mountains 
or poor soil, are crowded some 13 
million people. Only Cuba has 
any sizeable industries, and these 
process few domestic raw mate- 
rials. The Dominican Republic 
introduced a few industries dur- 
ing the Thirties, but in Haiti and 
in Puerto Rico the industries 
have not emerged yet from the 
handicraft stage. 

The pressure of rapid growth 


of population, which is most 
serious in Puerto Rico, Haiti, 


Jamaica and other British West 
Indian Islands, will be difficult to 
solve. Certainly independence for 
Puerto Rico or the proposed 
Dominion status for the British 
West Island will not in itself offer 
any relief. Possibly the way out 
lies in a more intensive use of 
available land through the de- 
velopment of permanent mixed 
“peasant” farming. That would 
mean an increased production of 
essential foodstuffs (including 
livestock), possibly at the expense 
of present plantation crops. 

Cuba and the Dominican Re- 
public have no population prob- 
lems. Business in both countries 
has been good. 

The outstanding dollar bonds 


of the Caribbean countries 
amounted early in 1942 to about 
$70 millions. Our direct invest- 
ments were put in 1940 at over 
$670 millions, of which more than 
$500 millions were located in 
Cuba alone. The debt record in 
recent years has been good, and 
Cuban, Dominican and Haitian 
bonds have been among the best 
rated Latin American securities. 
Bonds of all countries covered in 
this article are speculative. 





What Is the Wisest 
investment Policy Now? 
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projected far into the post-war 
period. That the sailing can in- 
definitely be as smooth as that of 
the past twelve months is improb- 
able. Particularly if the advance 
goes substantially further in the 
interval, it would not be surpris- 
ing if the approach of peace 
brought very sharp declines in a 
great many stocks; and it is not 
inconceivable that a minor bear 
market could develop, anticipat- 
ing transition and re-conversion 
on the one hand, and “correct- 
ing” the not improbable previous 
over-discounting of longer-range 
post-war potentials. 

It may be apt to liken the vista 
ahead to a journey by automobile 
from sea level up to a distant 
mountain pass, over a road for 
which you can have no detailed 
map. The road will not be 
straight, nor will it maintain a 
uniform angle of incline. You 
will come to sharp upgrades from 
time to time, but also once in a 
while to some sharp dips—though 
your general direction is upward. 
You may even cross a fairly high 
mountain and come a goodly dis- 
tance down the other side before 
beginning the climb to the ulti- 
mate lofty pass in the big moun- 
tain that has been your objective. 

To make this kind of journey 
as an investor in common stocks, 
two things are important: (1) to 
select stocks of sufficiently good 
quality so that you can feel com- 
fortable and confident with them; 
and (2) to make up your mind to 
be patient and just ride along. 
This does not mean to “put ’em 
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away and forget it.” It is pos- 
sible for adverse changes—impor- 
tant enough to require revision of 
investment opinion — to develop 
in the situation of any company 
over a period of time. The wise 
investor must be a watchful inves- 
tor. But if your selection has 
been sound and nothing has 
really changed in the position of 
the company, don’t turn sour on 
a perfectly good stock if — as 
often happens — there should 
come a period when for many 
weeks it doesn’t “move” with the 
market. Unless something is 
basically wrong with it, in due 
time it will “move.” To shift 
holdings ‘around merely on the 
basis of varying short-term mar- 
ket action is to assume trading, 
rather than investment, risks and 
thus to multiply the chances for 
wrong judgment. 

I doubt if one in-and-out 
trader out of fifty has done as 
well over the past twelve months 
as he would have done simply by 
buying a diversified list of sound 
stocks a year ago and sticking 
with them. Nor are these odds 
likely to change in future. 

At this point it is pertinent to 
remind you that some of the most 
important answers to your invest- 
ment problems can not possibly 
be arrived at by anyone except 
yourself. It is of elemental im- 
portance — though a surprising 
number of investors don’t seem to 
realize it—to analyze your own 
personal circumstances and char- 
acteristics with objective realism, 
and to gear your investment ob- 
jectives to them. You can’t have 
a “safety first” investment income, 
plus maximum potentiality for 
capital gain. They just don’t go 
together. Taking into account 
age, economic status and pros- 
pects, dependents, obligations, 
etc., you will have to decide as 
soberly as possible what is a 
proper and _ justifiable com- 
promise between risk on the one 
hand and potentiality of profit on 
the other. If you are unable to 
detect fairly readily the differ- 
ence between a sound stock and 
a “dog,” you had better either 
leave common stocks alone — or 
seek competent advice. 

While this discussion is pri- 
marily concerned with your com- 
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mon stock investment policy, it 
should hardly be necessary to say 
that, with few exceptions, com- 
mon stocks should not be the 
whole of anyone’s investment pro- 
gram. The proportion of capital 
that should be placed in fixed- 
income securities, versus common 
stocks, must be determined by the 
needs and circumstances of the 
individual, and can not be deter- 
mined by any general rule-of- 
thumb. This decision under pres- 
ent circumstances is harder to 
make than normally because it 
confronts any intelligent investor 
with an intellectual conflict. 

On the one hand, you are called 
upon to buy war bonds to the 
maximum of prudence and abil- 
ity. On the other hand, we are in 
an inflationary period in which 
the purchasing value of fixed in- 
come is threatened with some de- 
gree of shrinkage. You will have 
to let your own patriotism, con- 
science and judgment resolve 
this problem as best you can. My 
own belief has been that the cost 
of living is unlikely to rise nearly 
as much as it did during the First 
World War and _ immediately 
thereafter; and that, following 
the post-war transition and re- 
conversion it is likely to decline 
during the expected peace-time 
prosperity period and thereafter 
for the long term. If that is cor- 
rect, it is an argument for a sub- 
stantial proportion of backlog 
fixed-income securities in the 
average portfolio — and for put- 
ting a major portion of new sav- 
ings (other than insurance) into 
war bonds. This general slant on 
inflation has previously been em- 
phasized in our pages and the 
President’s current anti-inflation 
policy strengthens our conviction 
all the more. 

A final word on diversification, 
since it seems to be a matter 
which confuses many readers. It 
is common sense not to put all 
your investment eggs in one bas- 
ket—but it is also common sense 
not to distribute your eggs 
among so many baskets that it 
becomes difficult, if not impos- 
sible, to keep an eye upon them 
with adequate watchfulness. In 
the portfolios that come to my 
notice I have seen many more 
examples of over-diversification— 


small lots of shares in 20 or 30 or 
more companies—than of under- 
diversification. 

The many industries in our 
private enterprise system are so 
largely inter-related that one can 
get adequate diversification by 


concentrating common _ stock 
holdings within as few as a half 
dozen—or even less—which are 
essential and which appear to 
have above-average longer-term 
volume and earnings potentiali- 
ties. 

In judging longer-term indus- 
trial prospects, you will be wise 
to ignore short-term market evi- 
dence — for instance, the recent 
belated strength in coppers and 
heavy steels — and avoid indus- 
tries whose longer potentials ap- 
pear either dubious or of greater 
than average uncertainty. In gen- 
eral, the consensus consistently 
reflected by the market over the 
past year is that consumer goods 
industries have a more assured 
prospect than capital goods in- 
dustries or extractive industries, 
with the exception of oil. For 
longer term investment purposes, 
I am inclined to accept that at 
face value. 





The Allies Shape World 
Recovery 
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surely “suggestion” accompanied 
by economic power is but a polite 
phrase. It is too much to expect 
of human nature to hope that the 
Lancashire exporter or the Lon- 
don investment banker will sug- 
gest that which would insure to 
the benefit of his competitors 
abroad. More than that, weak 
states can have their tariff 
policies so shaped that they suit 


the book of the British trader | 


and, in this way may possibly, 


diminish their imports from the | 


United States. 

It is argued that the British 
plan is easy to impose, that in the 
period of post-war doubt and dis- 
order, a quick, simple, automatic 
method is best, instead of a com- 
prehensive one. But the British 


plan, really, is not a plan at all. 


It is simply the old international 
method of clearing credits and 
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currencies. These used to be 
regulated by the export and im- 
port of gold, ultimately. Now 
they are to be regulated by Ban- 
cor, which in turn is regulated by 
gold. But, since the old system 
of clearing currencies (however 
admirable in theory) collapsed, it 
is clear that the British plan is 
superficial. Deeper reasons must 
exist for the crisis in currencies, 
than currencies themselves. 

The American plan, suggested 
by a profound economic student, 
Mr. White of the United States 
Treasury, unlike the British, 
which merely ratifies the trade 
position of long ago, is creative. 
It seeks the establishment of 
proper bases for recovery, before 
regulating the foreign exchanges 
which are, in the long run, de- 
pendent on the health of the re- 
spective countries who participate 
in currency arrangements. 

The American plan envisages 
a new international bank, with a 
capital of five billion dollars mini- 
mum, whose assets would be con- 
tributed by the member nations in 
gold, in valid local currencies, in 
trade bills, or in sound govern- 
ment securities of these countries, 
so that participation would not 
be limited to one basis only, but 
on the broader foundations of 
such negotiable assets as each 
country possesses. This interna- 
tional bank would function like 
our Federal Reserve Bank, in 
that it would discount its own 
obligations, or would sell them to 
member countries. In other words, 
the world would invest in this 
bank. Every nation would have 
an interest in its prosperity. 
There would be a penalty, an 
economic loss, if any country de- 
preciated its own interest in the 
bank. The United States pro- 
poses that it apportion interests 
in this bank to its member nations 
in proportion to the capital they 
contribute. Now, in Britain, the 
Financial News is apprehensive 
lest this mean American suprem- 
acy, the final triumph of the 
dollar over the pound sterling as 
the international medium of ex- 
change. It argues that America 
has the largest capital supply in 
the world: hence in any interna- 
tional bank where votes are de- 
termined by capital, America, as 
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the largest gold holder, must be 
paramount. But these fearful 
critics forget that the United 
States has unselfishly renounced 
this supremacy. 

It allows member countries to 
contribute such capital assets as 
they may possess, providing that 
these have a basis for proper 
negotiability. Many a country, 
with little gold, and little foreign 
trade, yet has a basis for partici- 
pation, roughly according to the 
value that the products of its 
national labor can command in 
world markets. More than that, 


-the American International Bank, 


instead of merely confirming the 
pre-war volume of trade, seeks, in 
the American creative tradition, 
to provide capital funds to the 
member states so as to augment 
their recovery and thus enorm- 
ously increase the volume of 
world trade. The American plan 
provides both for the regulation 
of the flow of productive capital 
and also provides for the regula- 
tion of the trade consequent upon 
the investment of this capital by 
means of clearing money, to be 
called the “Unitas.” To show the 
foresight of Mr. White’s plan, a 
simple illustration will suffice. 
The American plan provides a 
slow liquidation system for reduc- 
ing such abnormal balances of 
trade as arise out of the war it- 
self. The fearful burden of cur- 
rently meeting crushing war 
debt abroad out of current rev- 
enue, was the greatest single 
cause of the collapse of 1929, in 
the last analysis. This is remedied 
by the system of gradual repay- 
ments contemplated by the White 
plan. 


The British critics argue that 
the American plan is silent on 
tariffs, whereas the British plan 
provides for “suggestions” for 
tariff revisions when the Bancor 
needs indicate that such a change 
is required. It is true, that, ulti- 
mately, any creditor country 
must be prepared to accept goods 
if it is to receive payments. But 
the British fallacy consists in 
holding that these payments in 
goods must be made by the 
creditor nation at about the same 
time as the money payments are 
made by the debtor nations. The 
fact is that the provision of new 


current capital by the interna- 
tional bank, might take the place 
of such a payment in goods for a 
considerable period. Then, when 
internal recovery of consumer 
buying power in the creditor 
country would have increased, the 
supply of goods from the debtor 
country can take place all the 
more easily. The American plan 
thus provides true management 
both in space and in time. 

Both plans are tentative. Both 
plans are exploratory. They have 
one feature in common, though, 
which must fortify the confidence 
of every investor. Isolation is 
dead. No country seeks salvation 
by itself alone. The war is shap- 
ing the international mind: it 
ardently seeks cooperation to 
achieve international, and lasting 
security and prosperity. No dif- 
ferences can possibly be as sig- 
nificant as that fundamental 
agreement. 





Promising Leverage 
Stocks 
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1942 results amounted to $3.65 
per common including income on 
two-thirds interest in the Vas- 
caloy-Ramet Co. This figure 
however includes only that por- 
tion of the EPT refund per- 
mitted to be retained as the re- 
sult of debt retirement. If the 
full amount of the refund for the 
parent company and two-thirds 
of the amount for Vascaloy- 
Ramet were included, 1942 earn- 
ings would actually come to $4.30 
per share. 
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jectural on our part to attempt 
to predict what action will be 
taken regarding preferred ar- 
rears, the company’s strong 
financial position should permit 
some constructive steps being 
taken in this matter. If you de- 
sire to speculate in this stock 
which admittedly has speculative 
appeal, we would suggest buying 
on a down scale. 
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